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Preface 


The present Survey is the thirty-second in a series of reports prepared by the secretariat of 
the Economic Commission for Europe to serve the needs of the Commission and to help in 
reporting on world economic conditions—a task which the Economic and Social Council of the 
United Nations has entrusted to the Department of Economic and Social Affairs. 

This SuRVEY is published on the responsibility of the secretariat, and the views expressed in 
it should not be attributed to the Commission or to its participating Governments. 


EXPLANATORY NOTES 


The following symbols have been used throughout this SURVEY: 
. = not available or not pertinent; 
— = nil or negligible; 
* = estimate by the secretariat of the Economic Commission for Europe; 
| = signifies a break in the comparability of a statistical series. 
In referring to combinations of years, the use of an oblique stroke—e.g. 1976/77 signifies a 
twelve-month period (say from 1 July 1976 to 30 June 1977). The use of a hyphen—e.g. 1974- 


1976—normally signifies either an average of, or a total for, the full period of calendar years 
covered (including the end-years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout is the metric ton. 
The definition “billion” used throughout is one thousand million. Minor discrepancies in totals 
and percentages are due to rounding. 
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CHAPTER 1 


RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


OVER-ALL VIEW 


For the 13 industrialized west European countries 
combined, 1977 had been a disappointing year, output 
having suffered a severe set-back from the short-lived 1976 
recovery. GDP had grown by about 4.5 per cent in 1976 
and only 2 per cent in 1977 when, however, some progress 
was achieved in curbing the inflation rate while the current 
account deficit was reduced substantially—in fact, 
excluding official unilateral transfers, western Europe’s 
aggregate current account was in surplus in 1977. In 1978, 
some further progress was made both on inflation and on 
foreign accounts although, as in the previous year, the 
improvement was more hesitant and less firmly based on 
the former than the latter issue. The downward trend for 
output which dominated 1977 was reversed but output 
growth was still modest. 

On a year-to-year basis (annual averages), industrial 
production only grew by an estimated 2 per cent in 1978 
—that is less than in 1977 and less than GDP. One reason 
may have been the stock movements of finished products, 
which rose in 1977 and declined in 1978. GDP grew by 
just under 3 per cent in 1978. Aggregation of national 
projections prepared in the autumn of 1977 had yielded a 
growth rate of 3.5 per cent but some projections had been 
scaled down at the beginning of 1978. For most economies, 
exports and/or household consumption were the main 
supporting factors. Countries’ export projections for 1978 
appeared somewhat optimistic at the beginning of the 
year, but in fact exports increased less than projected 
only for the Netherlands and the United Kingdom; in 
the latter country private consumption rose by nearly 
6 per cent. For the region as a whole, fixed investment in 
1978 again expanded less than private consumption—a 
typical feature of the 1970s: 1970 was the last year in 
which gross domestic fixed capital formation grew faster 
than private consumption. The 1978 output increase was 
too modest to bring relief to the unemployment situation 
but, after several years of slow growth, the continuing 
slack on the labour market is now increasingly reflected 
in falling activity rates and stabilization, or unusually 
small declines, of agricultural employment, rather than 
in increases of open (officially registered) unemployment. 

Annual averages conceal the different output profiles 
for 1977 (which was downward or flat) and for 1978 
(which was upward). In the Survey for 1977, a gradual 
improvement of the output situation during 1978 had 
been considered as most likely. During the first half of 
the year, output remained subdued partly because of a 
reduction in the stock of finished products and in some 
countries also because of weather conditions. However, 
in the second half of the year, and especially in the closing 
months, industrial production picked up. For 1979, 


aggregation of national projections yields an output 
growth rate of about 3$ per cent for the region. Fixed 
investment should increase more than total output and 
more than private consumption. Confidence factors, the 
improved liquidity position of enterprises, moderately 
expansionary policies in some countries and the progress 
achieved in 1977 and 1978 on inflation and foreign 
accounts, provide a favourable starting basis. It seems 
probable therefore that the projected output growth will 
occur, at least for the region as a whole if not for every 
individual country. Whether the expected 1979 recovery 
continues in 1980 and beyond may well depend on the 
development of inflation. 


Western Europe,? percentage yearly change in volume 


Forecast 


1976 1977 1978 1979 


Private consumption ..... 3.6 2.1 3.0 3.6 
Gross fixed capital formation .. 2.5 1.2 2.1 4.6 
Gross domestic product .... 4.6 2.1 2.8 3.6 


< 13 countries: Austria, Belgium, Denmark, Finland, France, the Federal 
Republic of сета Ireland, Italy, the Netherlands, Norway, Sweden, 
Switzerland and the United Kingdom. 


In 1977, the balance on current account of the 13 indus- 
trialized west European countries combined had closed 
with a deficit of about $5 billion including unilateral 
transfers (and with a surplus of about 44 billion excluding 
them) compared with a deficit of $12 billion in 1976. 
The deficit represented 3.2 per cent of the region’s imports 
of goods and services in 1976, and 1.3 per cent only in 
1977. Its global dimension had already become quite 
manageable in that year, but the surplus countries did 
not contribute much to the reduction of inter-country 
imbalances: the over-all improvement which was recorded 
between 1976 and 1977 was due essentially to the countries 
which were in deficit in 1976. Between 1977 and 1978, 
the improvement in the current balance of the region 
continued and was in fact more pronounced than in the 
previous year. In 1978 there was a surplus of about 
$164 billion. But inter-country imbalances remained large: 
three countries (the Federal Republic of Germany, Italy 
and Switzerland) had a combined surplus of over 
$20 billion. 

With only a few exceptions (in particular Denmark 
and the Netherlands), domestic demand rather than 
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exports should constitute the main support to output 
expansion in 1979. Imports have been projected by most 
countries to increase faster than exports (of goods and 
services, in volume) so that western Europe’s current 
account should deteriorate somewhat in respect of 1978. 
On present policies, there will be some restocking in the 
region, terms of trade are expected to worsen after the 
1978 improvement and import demand in North America 
is likely to be weak. Although recent developments in 
the international oil market have introduced an element 
of considerable uncertainty, western Europe’s current 
balance is unlikely to revert to the deficits of the mid- 
1970s; and the balance-of-payments constraint on output 
growth should not be as severe as in the recent past for 
most countries. 


Western Europe’s current balance of payments < 


($ billion) 
1976 1977 1978 
Allicountriessegy sb. he ово CAO: —12.1 —4.9 16.7 
Surplus countries? ......... 10.1 11.6 25.4 
Deficit countries .......... —22.2 —16.5 —8.8 


* 13 countries. Unilateral government transfers are included. Figures Гог 1978 
are partly estimated. 


> The surplus countries are: for 1976, the Federal Republic of Germany, the 
Netherlands and Switzerland; for 1977, the Federal Republic of Germany, Italy, 
the Netherlands, Switzerland and the United Kingdom; for 1978, Finland, 
ра the Federal Republic of Germany, Italy, Switzerland and the United 
ingdom. 


Consumer price inflation decelerated sharply in 1978, 
the average year-on-year rate for western Europe in the 
last quarter being just over 6 per cent: this compares 


with 9.7 per cent for 1977 as a whole and with a peak 
rate of over 14 per cent at the end of 1974. However, 
inter-country differences in inflation rates still remain 
high and in fact have shown little sign of narrowing since 
the end of 1975. The fall in inflation rates in 1978 was 
considerably helped by weak commodity prices and by 
continued wage restraint. Commodity prices are likely 
to be less favourable in 1979 and, with productivity 
increases likely to be small, the course of inflation will 
largely depend on the development of wages and unit 
labour costs. Given the large institutional and behavioural 
differences among countries in their wage-fixing arrange- 
ments this could in itself be a factor leading to a further 
widening of inflation rates. The national forecasts, made 
towards the end of 1978, indicate little change in the 
average rate for 1979 and imply hardly any change in 
the proportional difference between the high and low 
inflation groups. Both the average forecast and the degree 
of inter-country variation in inflation rates could be revis- 
ed upwards if oil prices were to be further increased in 
the wake of the cutback in supplies from Iran. 


Annual rates of inflation in 13 west European countries 
(Percentage increase over preceding year) 


1977 1978 1979 


Low inflation group? 
High inflation group? 
Average 13 countries 


* Austria, Belgium, the Netherlands, the Federal Republic of Germany, and 
Switzerland. 


> West European countries in table 1.14 other than those in the low inflation 
group. 


1. OUTPUT, DEMAND AND EMPLOYMENT 


(i) Output 


In terms of total output, there was a small improvement 
in 1978, compared with 1977, for the 13 more industrial- 
ized west European countries combined. On a year-on- 
year basis GDP rose by 2.8 per cent in 1978 compared 
with 2.1 per cent in 1977. The 1978 rate was still consi- 
derably below the pre-recession rates which averaged 
4.5 per cent per year. Industrial (and manufacturing) 
production rose less, by an estimated 2 per cent as against 
about 2.5 per cent in 1977 and a pre-recession, average 
rate of about 5.5 per cent.! In the United States, GDP 
rose by 3.9 per cent in 1978 and industrial production 
by 5.7 per cent. It is usual for industrial production to 
show larger cyclical variations than total GDP, mainly 
because of stock movements and the volatility of fixed 
investment: industrial production normally grows less 
than GDP when GDP increases only moderately and 
more than GDP when GDP increases rapidly. The 
Opposite movement (as revealed by provisional data) in 
western Europe in 1977 and 1978 (an acceleration of GDP 
and a deceleration of industrial production), may be 
mainly due to stock movements. The major components 
of final demand (household consumption, fixed invest- 
ment, exports of goods and services) as well as imports 
rose somewhat faster in 1978 than 1977; however, there 
had been an involuntary accumulation of stocks of 
finished products in 1977 when demand was weaker than 
generally expected, and during 1978 they gradually 
declined. The strengthening of domestic demand affected 
the output of the service sector (distribution, transport 
and communications) which rose considerably more than 
in 1977. In addition, 1978 was a good agricultural year 
for many countries and for the region as a whole; for 
example, agricultural production rose by about 5 per cent 
in France and 3 per cent in Italy. Construction activity 
boosted total output growth in the Federal Republic of 
Germany and the United Kingdom. 

Annual averages conceal short-term variations and, 
by the same token, current trends. Unfortunately, quar- 
terly GDP data, seasonally adjusted, are available for 
very few countries and therefore cyclical swings in output 
for the region as a whole can be followed only on the 
basis of industrial (or manufacturing) production. For 
the 13 industrialized countries combined, manufacturing 
output started declining in the third quarter of 1974. The 
recovery, which began in the last quarter of 1975 and 
lasted until the first quarter of 1977, lacked the vigour of 
previous cyclical upswings and left manufacturing pro- 
duction at no more than 1 per cent above its pre-recession 
level (second quarter of 1974). In the second quarter of 
1977 it dipped and remained flat until the end of the year. 
The factors and policies which were behind the new 


1 At the end of 1978, four-and-a-half years had elapsed since 
the beginning of the 1974-1975 recession. For the 13 industrialized 
countries combined, GDP in 1978 was about 7 per cent higher 
than in 1974 and industrial production about 4.5 per cent higher. 


downturn (which caught many governments and econ- 
omic commentators by surprise) were discussed in the 
Economic Surveys for 1976 and 1977. In the first quarter 
of 1978 manufacturing output picked up again and the 
upward movement continued in the following months, 
though somewhat hesitantly. Compared with previous 
cyclical swings, the recovery during 1978 was modest: 
between the last quarter of 1977 and the third quarter 
of 1978, manufacturing output was rising at an annual 
rate of about only 3.5 per cent. As far as can be judged 
from fragmentary information, the upward movement 
accelerated in the last quarter.? Industrial production 
(that is manufacturing plus mining and utilities) followed 
very much the same time trend though its decline was 
fractionally smaller in 1975. In the following years, the 
movements of the two indicators virtually coincide. 


The relative movement of individual manufacturing 
branches was more or less in line with past cyclical 
experience (table 1.1). Chemicals and metal-making dis- 
played relatively large variations in output: downward 
during 1977 and upward during 1978. Metal-using indus- 
tries followed, with a time-lag, the cyclical swings of the 
manufacturing sector as a whole and their output trend 
was probably still flat in the first two quarters of 1978, 
mainly reflecting the sluggishness of investment. There 
was considerable divergence among individual sub- 
branches; the output of non-electrical machinery, whose 
weight in the index is large in all countries, was falling 
in the region as a whole during the first half of 1978. 
Textile output, after an exceptional increase in 1976, was 
falling from the third quarter of 1977; however, the decline 
became milder during 1978, one probable reason being 
a less rapid growth of textile imports from outside the 
region. 

There were considerable differences in the cyclical 
position of individual countries, in policies, and in the 
behaviour of the main demand components. In Austria, 
Norway and Switzerland there was a deceleration in the 
growth of total output between 1977 and 1978 (annual 
averages) as well as in the industrial sector alone.* By 
contrast, there was a clear acceleration in both indicators 
for Finland, Ireland and Sweden. There was also a modest 
acceleration of both industrial production and GDP in 
Belgium and Italy. For the Federal Republic of Germany 
and the United Kingdom, GDP growth quickened some- 
what while industrial production decelerated. For France, 
the acceleration of GDP between 1977 and 1978 does not 
appear to have been reflected in industrial production. 
In the Netherlands, industrial production increased at 


2 Index numbers (seasonally adjusted) of manufacturing pro- 
duction for the OECD west European countries combined, and 
for the periods mentioned in the text, are as follows (1970 = 100): 
second quarter 1974, 118; third quarter 1975, 106; first quarter 
1977, 119; last quarter 1977, 116; third quarter 1978, 119. 

3 For Norway, the deceleration applies to manufacturing and 
traditional mining. Industrial production including oil activities 
virtually stagnated in 1977 and rose by more than 10 per cent in 
1978, mainly reflecting changes in the oil sector (see table 1.2). 
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TABLE 1.1 
Industrial production by major branches in OECD west European countries combined 
(Percentage change over the preceding year or quarter®) 


1977 1978 
1975 1976 1977 1978 Ql Q2 Q3 04 Qi Q2 Q3 04 

ash Pot one BE LS) ЕО Cie USE PEERED Seen ee OEE See ee a 
Food, beverages and tobacco . — 4.4 0.8 м —0.8 —0.9 — 26 — — 
Textiles, clothing and leather . —5.7 8.1 —1.9 a 0.9 —4.7 —2.0 —2.0 —1.0 —1.0 
Chemicals, rubber, and petro- 

leum and coal products .. —10.9 13.9 23 te 3.1 —2.3 —0.8 — 3.1 — 
Basicgmetals “3020s a0n —16.2 8.2 —2.8 pe —1.0 —1.0 —2.0 —2.0 4.2 4.0 
меайрточис т тю —5.1 4.5 3.4 aie 17 -17 — 0.9 —0.8 
О ЕЕ eee 
Total manufacturing? . . . . —6.8 6.4 2.6 Pte 1.7 —2.5 — — 0.97% 0:9 * 0.85 
Mining and quarrying’ .. . 1.0 2.0 3.0 3% 1.0 —2.0 2.1 —2.0 1.0 —2.1 
Electricity and раз... .. 1.5 8.1 Dey 4* 0.7 14 —13 — 6.8 —1.9 
Total industrial production @ . —6.0 6.4 2.6 2 16 —2.2 — -—0O.1 133101505750:82 


Sources : OECD, Industrial Production, quarterly supplement to Мат Economic Indicators, Paris; and secretariat estimates. 
а Quarterly data are seasonally adjusted. 

> Including branches not shown separately. 

© Quarterly data exclude extraction of oil and natural gas for Norway. 


4 Calculated as weighted average of percentage changes shown for manufacturing, mining and quarrying, and electricity and gas (1970 GDP weights and ex- 
change rates). 


TABLE 1.2 
GDP and industrial production 
(Annual percentage change) 


GDP Industrial production 

Country 1975 1976 1977 1978 1979 1975 1976 1977 19785 19794 
ee a ee ee eee ee Веня et tn tes ee ee eee See eee 
LUST AE Nate ea: . —1.5 6.2 3.7 1.5 3.0 —6.2 6.4 4.1 1.5 я 
Belgian ее — 2 57 1.3 1.8.¢ 2.2°¢ —9.6 8.8 —0.1 1.5 
Denmark’. 2... wo 0:6 6.3 2.1 1.3 3.0 —5.1 7.6 = ue 5 
Роме А АТ 0.9 0.3 0.4 1.2 4.5 —3.9 25) 1.6 2.5 5 
France на BLS 0.3 4.6 3.0 3.3 3.6 —7.3 8.8 1.6 15 = 
Germany, Federal Rep. of —2.6 5.6 2.8 3.1 40° —5.7 а 2.9 75) Je 
Ireland: заса: в. basal 1.2 2.9 5.5 6.3 Е —6.4 9.0 8.2 0.9 
Наумн зом te ео 3.5 Sal) 1.7 2.0 4.5 —8.8 11.6 — 2.0 Me 
Netherlands 4. . 2 = .-. 08 4.5 2.4 2.0. 3.0 —4.8 oe) 0.8 1.0 5 
Могуау я пои пез №55 6.6 3.5 2.9 1.8 —2.94 —а —1.0а —15а —1а 
Sweden Pear 9 Wea, AG? 0.8 12 -—2.4 2.5 5.4 =1.5..4;:40.8. Зи. 51.5 6.5 
Switzerland’)? т. Seen Se meee et 2 1.0 0.6 —12.6 0.7 5 — Me 
United Kingdom ...... —1.7 3.7 1.2 3.2 3.8 —4.8 Pd) 4.7 3.0 4.5 
Canadave cea а 3 Shs 1.2 5.8 2.9 3.5 3.5 —4.7 5:1 4.1 5.5 
ПО tales об Боос 20 5.8 4.9 3.9 2.2 —8.9 10.2 5.6 5.5 


Sources : For GDP: appendix table; for industrial production, national statistics, 
в Projections. 

> Rounded to nearest 0.5 percentage point. 

¢ Gross national product. 


4 Manufacturing industry only. The percentage changes Be а. f i i i i i 
oe ERR SOR aon Se. rp act ost ие a of the index of total industrial production (including oil and natural gas extraction) 
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about the same rate as in 1977, whereas there was a 
deceleration in GDP growth (table 1.2). It has to be 
stressed again that most of these changes were quite small. 


In both Austria and Norway, GDP had risen by about 
3.5 per cent in 1977, considerably more than for the region 
as a whole, with domestic demand being the main sup- 
porting item. But domestic and especially foreign imbal- 
ances increased and policies became gradually more 
restrictive. In 1978, GDP rose by 1.5 per cent in Austria, 
by 2.9 per cent in Norway and no more than 0.5 per cent 
if oil and shipping activities are excluded. In both coun- 
tries, the main support to output came from exports. For 
1979, some recovery is expected in Austria, while in 
Norway GDP (excluding oil and shipping) should rise 
no more than in 1978, while manufacturing output is 
expected to decline for the third consecutive year. The 
modest recovery of output in Switzerland in 1977 has to 
be seen against the decline in 1975 and 1976. The recovery 
was short-lived: policies remained restrictive, export 
growth decelerated and imports soared as the Swiss franc 
appreciated. Industrial production, which had increased 
by about 5.5 per cent in 1977 remained virtually flat in 
1978. For 1979, GDP is expected to increase even less 
than in 1978 (0.6 compared with 1 per cent). 


The modest output recovery in Belgium in 1978 seems 
to have spread throughout the main demand components 
with the exception of residential building. Some further 
modest progress is expected for 1979 when domestic 
demand (particularly consumption and investment) should 
be somewhat less sluggish than in either 1977 or 1978. 
In Jtaly, the acceleration of GDP growth was very modest 
and was probably due to some restocking. None of the 
major components of final demand behaved more favour- 
ably in 1978 than in 1977. The government’s target for 
1979 is a GDP growth rate of 4.5 per cent. 


Finland and Sweden moved away from the trough of 
the recession in 1977, that is, with a lag of two years 
behind the rest of western Europe. In Finland policies 
became gradually more expansionary and in 1978 both 
GDP and industrial production recovered somewhat. 
Exports remained the most dynamic component of final 
demand though they rose somewhat less in 1978 than in 
1977. Private consumption provided the support for the 
increase in output. A further improvement is expected in 
1979 and, again, the main boost should come from dom- 
estic demand. In Sweden policies remained expansionary 
throughout the recession years but, for the reasons briefly 
examined in last year’s Survey, they did not succeed in 
avoiding a fall in output and domestic demand in 1977. 
In 1978 there was a recovery in GDP, although industrial 
production continued to decline albeit at a more reduced 
rate than in 1977. A clear up-turn is expected in 1979 
when GDP should increase by as much as 5.5 per cent 
and industrial production by 6.5 per cent, both rates being 
considerably higher than the long-term trends. A sharp 
revival is expected both in private consumption and, 
especially, fixed investment. In Ireland, both 1977 and 
1978 were years of very high growth, which was initiated 
by booming exports; however, domestic demand gradu- 
ally became more buoyant and in 1978 household con- 
sumption rose at the exceptionally high rate of 9 per cent 
(fiscal policy being quite expansionary). Investment in 
equipment rose by 13 per cent, but there are signs that 
domestic demand reached a plateau in mid-1978. In 1979, 
GNP is expected to increase by 3.25 and private con- 
sumption by only 1.5 per cent. 


In both the Federal Republic of Germany and the 
United Kingdom GDP accelerated and industrial pro- 
duction decelerated between 1977 and 1978. In the United 
Kingdom, the GDP acceleration between 1977 and 1978 
was large and it was due entirely to domestic demand 
(partly to household consumption and partly to fixed 
investment). Some destocking, rapidly rising imports of 
manufactured products and very weak export growth are 
probably responsible for the deceleration in the growth 
of manufacturing production. In the Federal Republic of 
Germany there was a more balanced growth of output, 
domestic demand and exports than was the case in the 
United Kingdom. Manufactured imports in 1978 con- 
tinued to increase faster than exports, as was also the 
case in 1977, the main factor being the appreciation of the 
DM rather than the strength of domestic demand. As in 
the United Kingdom, the relative movements of exports 
and imports, as well as some destocking, are probably the 
cause of some slowing down in manufacturing output. 
Both countries expect a further output acceleration in 
1979 which should stem mainly from domestic demand in 
the Federal Republic of Germany and from the foreign 
sector in the United Kingdom. 4 


In the Netherlands, domestic demand was buoyant in 
1977 and was the only support to output expansion; 
exports declined by about 2 per cent. Domestic demand 
remained the main support of output in 1978 when imports 
of manufactures continued to increase faster than exports. 
But the orders of magnitude were not the same in the two 
years: in 1978 the growth of domestic demand decelerated 
and so did imports of manufactures, while there was a 
rebound for manufacturing exports. This change in the 
relative development of total domestic demand, imports 
and exports of manufactures, was reflected in a deceler- 
ation for GDP though not for industrial production. For 
1979, only a modest improvement is forecast for output 
growth, and exports are expected to provide the main 
stimulus. 


As far as can be judged from imprecise data, exports of 
manufactures in 1978 provided the main support to manu- 
facturing output in Austria, Denmark, Finland, Norway 
and Sweden and, to a lesser extent, France and Italy. 
These are the countries where domestic demand remained 
weak in 1978 as a result of stringent policies and/or 
through the operation of market forces. By contrast, 
domestic demand was the main support of manufacturing 
output in the Federal Republic of Germany, the United 
Kingdom and, to a lesser extent, in the Netherlands.® 


Steel-making is one branch where the modest recovery 
of output in the first three quarters of 1978, compared 
with the corresponding period of 1977, was essentially 
due to exports, and especially exports to the United 
States. For seven west European countries, whose steel 
production amounts to about 80 per cent of total west 
European production, output rose by 4.5 per cent in 
January-September 1978 (4.4 million tons) while exports 
rose by 13 per cent (about 5 million tons (table 1.3)). 
Imports remained virtually at the same level as in 1977. 


4 Recent developments in the United Kingdom have made 
this forecast rather uncertain. 

5 This analysis refers to the first three quarters of 1978 (com- 
pared with the corresponding period of 1977). 

в In 1978, exports of steel from Japan to the United States 
declined. 
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TABLE 1.3 
Production of crude steel, imports and exports of finished steel, for selected countries, in 1978 < 
(Thousand tons and percentage change over corresponding period of preceding year) 


_ ..ШшШшШшжм.мммм"м"м"мШЕймймИий&6&8&5&ё&БъЪ&ё&ё&ё&Бё&6&6Д6ё>&ъ&ЁъЭЁЭэгьЁ›&ЁЙЁ6ЁВЁВЬр 


Crude steel production 


1978 1978/1977 


Belgium-Luxembourg ... . 12 621 7.1 
Frances ел ав bees 17 310 3.0 
Germany, Federal Republic of 32 084 8.6 
italy Geers. Sec) ke ota 18 019 2.9 
Netherlands) —) >) - eo) 4 090 8.9 
Swedent-. о ис 3 129 10.0 
United Kingdom ...... 15 108 —3.7 
Total 7 countries . 102 361 4.5 

Other west European 
countries? ии. лье 20 440 5.9 
Total western Europe . . 122 801 4.7 
UnitediStates) 5.5.5. и... 91 855 asi 
JADA ey а ле. 75 471 —2.5 
Grand total 290 127 355) 


Finished steel 
Е SS ee! 
Imports Exports 
1978 1978/1977 1978 1978/1977 


2 172 —1.6 9 588 11.4 
5 685° 4.6° 6 6835 9.65 
8 937 6.0 ile) ey le 21.0 
2 910 —24.9 5 667 17.3 
3 002 13.0 3 314 6.0 
1306 —3.3 1 617 26.9 
2 965 7.3 3 145 —6.7 
26 977 1.0 43 531 13.1 
14 250 18.9 1 748 20.0 
194 12.1 22 822 —8.9 


Source : Information received by the ECE secretariat from governments. 
Note : Figures for 1978 are partly estimated by the secretariat. 


Exports rose particularly fast for the Federal Republic 
of Germany and Sweden (by 21 and 27 per cent respect- 
ively). In Sweden, as in Italy, imports declined. Apparent 
domestic consumption in this period and for this group 
of countries taken together therefore declined. Some 
reduction of stocks appears to have been likely, but on 
the whole the weak domestic demand reflects the weak 
development of production in the metal-using industries. 
For the seven countries in table 1.3, steel output is still 
on average below its pre-recession peak (1974) and the 
steady increase of productivity is gradually reducing 
employment. 


It was noted above that for the region as a whole, and 
on the basis of annual averages, industrial production 
grew less between 1977 and 1978 than between 1976 and 
1977. In fact, the relatively better performance of 1977 
reflects the acceleration of industrial production during 
1976. From the beginning of 1977, changes were small, 
although the tendency was downward during 1977 and 
upward during 1978. To bring out this point for the indi- 
vidual countries, table 1.4 compares, first, changes in 
manufacturing production (as a whole and in selected 
branches) between the third and last quarter of 1976 and 
the third and last quarter of 1977 and, second, between 
the third and last quarter of 1977 and the third and last 
quarter of 1978.7 In this second period, industrial pro- 
duction behaved better than in the former (that is, it 
either rose more or declined less) in 11 out of the 12 coun- 
tries listed in the table. The only exception is Switzerland 
where there was instead a change from increase to decline. 


7 The interpretation of the data contained in table 1.4 should 
be made with caution: a comparison between two different but 
contiguous quarters could alter the position of the individual 
countries as well as the strength of the 1978 recovery (or of the 
1977 downturn). 


а Figures refer to first three quarters of both years. 
> Excluding wire, tubes and fittings. 


Switzerland did not participate in the west European 
recovery of 1976; industrial production began to pick up 
only towards the end of that year and the upward move- 
ment ended towards the end of 1977. 

A fairly general pattern emerges also for specific 
manufacturing branches. The two consumer-goods indus- 
tries shown in the table (food and textiles) performed 
better in the latter than in the former period in most of 
the countries shown. For textiles, however, “improve- 
ment” means in many cases a lower rate of decline. The 
better performance of the consumer-goods industries 
during 1978 is due to the higher growth rate of household 
consumption. For the two industries where intermediate 
products predominate (metal-making and chemicals), 
most countries experienced the relatively large downward 
(1977) and upward (1978) movements for the region as 
a whole.’ By contrast no clear patterns emerge for elec- 
trical equipment or for non-electrical machinery. On the 
whole, electrical equipment shows a higher growth rate 
(or a smaller decline) than non-electrical machinery, but 
this is a long-term, well-established pattern. However, 
for neither of the two branches is there а wide-based 
improvement between the last quarter of 1976 and the 
last quarter of 1977 on the one hand, and the third quarter 
of 1978, on the other. Individual country experience is 
rather erratic, probably reflecting an underlying stagnation 
and the prevalence of random factors. This behaviour 
too, is consistent with past cyclical experience insofar 
as the metal-using industries follow with a certain lag 
(as do investments in equipment) the development of the 
other demand components. 


8 However, as noted above, the recovery of steel output in 
1978 was due to an increase of exports to the United States rather 
than to domestic demand. 
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8 Récent economic developments in western Europe 


(ii) Demand 


As mentioned at the beginning of this chapter, the 
acceleration in output growth between 1977 and 1978 
(annual averages) for the 13 industrialized west European 
countries combined was mainly due to final domestic 
demand. Exports of goods and services in real terms do 
not appear to have increased much faster in 1978 than in 
the previous year, while changes in stockbuilding exerted 
a downward effect. For the region as a whole, household 
consumption rose about 3 per cent in 1978 compared with 
2.1 per cent in 1977. There was a sizeable acceleration in 
three of the four larger countries, that is, France, the 
Federal Republic of Germany, and the United Kingdom; 
a small acceleration in Belgium, and a shift from decline 
to increase in Finland. In Ireland, private consumption, 
which had already increased by about 5 per cent in 1977, 
rose in 1978 at the exceptional rate (exceptional by any 
standard) of 9 per cent. By contrast, in a number of small 
countries (Austria, Denmark, the Netherlands, Norway, 
Sweden, and Switzerland) private consumption was less 
favourable in 1978 than in 1977. In Italy, the change 
appears to have been small. 


In France, private consumption rose by about 3.5 per 
cent in 1978 compared with 2.5 per cent in 1977. Both 
primary and disposable income, in real terms, were about 
3.5 per cent higher than in 1977 when, however, in spite 
of a similar rate of growth in real incomes, the growth 
of private consumption had been held back by a rise in 
household savings. This had risen from 16.1 per cent of 
disposable income in 1976 to 17.1 per cent in 1977, but 
remained virtually unchanged between 1977 and 1978 
(table 1.5). Private consumption should increase by nearly 
4 per cent in 1979. The acceleration in the growth of 
private consumption between 1977 and 1978 in the Federal 
Republic of Germany was smaller than in France, from 
3.1 per cent to 3.8 per cent. As in France, changes in the 
savings ratio played a major role, but in the opposite 
direction. In 1978, real disposable income rose consider- 
ably faster than in 1977—by 3.8 per cent compared with 
only 2.2 per cent—mainly because of a more expansionary 
policy stance (a reflationary package was approved in 
September 1977). However, in 1977 private consumption 
has increased considerably faster than real disposable 
income as the savings ratio had fallen; in 1978 private 
consumption and real disposable incomes rose virtually 
pari passu. For 1979, household consumption is projected 
to increase by 4 per cent; its growth should be stimulated 
by the fiscal measures adopted by the government in 
July 1978 and approved by Parliament in mid-Novem- 
ber. 

In Ireland, the very large increase of private consump- 
tion in 1978 has to be seen against a background of rapid 
output and productivity growth; nevertheless, domestic 
demand was so buoyant that it spilled over into imports 
which grew faster than exports. A rapid increase in wages 
and productivity, a liberal fiscal policy and a large 
increase in agriculture income (of about 18 per cent) were 
the major factors behind the growth of private consump- 
tion. Consumer prices throughout 1978 were some 7.5 
to 8.5 per cent higher than in 1977 while, in the first part 
of the year at least, wages were about 13 per cent higher. 
Most of the consumption increase appears to have oc- 
curred in the first half of the year and one-third of it is 
reported to have been concentrated in the category 
“garage and filling stations”, reflecting the sharp rise in 


TABLE 1.5 
Household income and savings 
A = Primary income: annual percentage increase 
B = Disposable income: annual percentage increase 
C = Real disposable income: annual percentage increase 
D = Savings as percentage of disposable income 
Country 1976 1977 1978 
Finland 
Agr. th tose бе СА 12.5 8.7 5.64 
В се 7.3 11.3 11.0 
Bhat a is ль Е Ge —5.2 0.7 3.3 
К 9.8 11.2 13.0 
Егапсе 
A Ge.) ie eee eos 14.6 13.6 13.7 
Во 12.2 12.9 13.4 
С. ке а. 2.1 5-5) 3.7 
Dee В ас 16.1 | 17-2 
Germany, Federal Republic of 
AY. Se. За. ОТ 6.5 6.0 
В 5.9 6.1 6.5 
Е 1.4 2.2 3.8 
Do Sibert em eee 15.4 12.6 1287 
Netherlands 
Ashe, ос риа 12.6 8.4 7.7 < 
Bie. 6 ве он 14.2 9.4 be 
с. OS ром 4.6 2.4 
НЕ ее. 15.4 13.8 
Norway 
Age Sige aha 13.5 9.9 10.4 
BYR ear и К 1257 9.4 9.9 
Cle neh Been vetoes 0.4 0.8 1.5 
р И. Sed) Ted S\7/ 
Sweden 
Aa eel) is ae el 13.3 9.6 7.6 
В 12.8 13.3 8.9 
с ee. ee Pe 71.2 2:2 —1.6 
С Aen Е Des res САИ 7D) 10.2 9.7 
United Kingdom 
А ee р ee 15.4 10.6 14.5 
Вт 15.9 13.0 15.0 
С Е —0.2 —1.4 6.5 
Do ee Save cee с 14.6 14.2 14.7 


Sources : As for appendix table. 
2 Compensation of employees. 


new саг registrations.® For 1979, only a modest increase 
is expected for real disposable income and private con- 
sumption. In the United Kingdom in 1978 there was a 
sharp increase both of primary income in real terms and 
net government transfers. Wages and salaries rose nom- 
inally by 13 per cent in 1978, while the rise in consumer 
prices was no more than 8 рег cent.° The fiscal measures 
taken by the government in October 1977, as well as the 


» Central Bank of Ireland, Quarterly Bulletin, Winter 1978. 
; 19 The higher increases in wages than in prices did not result 
in any profit squeeze because of import price and productivity 
developments. Prices of imported goods are estimated to have 
increased by no more than 3 per cent (in sterling) in 1978. Output 
per person employed in manufacturing rose by nearly 1 percentage 
point faster in 1978 than in 1977 (table 1.9) 
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budget in the spring of 1978, aimed to increase household 
purchasing power: in 1978, taxes paid by the personal 
sector rose by 7 per cent and “current grants received” 
by 18.5 per cent. As a result, disposable income rose by 
15 per cent in money terms and more than 6 per cent in 
real terms. As in Ireland, much of the increase in incomes 
and private consumption was concentrated in the first 
half of the year. The growth of private consumption in 
1979—though unlikely to be so rapid as in 1978—cannot 
yet be assessed with any degree of precision as it largely 
depends on the outcome of the current pay round. 


In Austria, Denmark, Norway and Sweden, household 
consumption fell in 1978 (in Sweden for the second con- 
secutive year). All these are highly export-oriented coun- 
tries and the slow growth of international trade contri- 
buted to make their demand management problems 
particularly difficult, if not intractable. Until 1977 Austria 
and Norway had followed expansionary policies so as to 
sustain domestic demand and employment. Developments 
in 1978 brought to light the limits of such policies and 
emphasized the dominant role of the international econ- 
omic environment. In Austria, private consumption had 
increased by no less than 6 per cent in 1977; in the closing 
months there had been a spread of anticipatory buying 
because of the announced increases in taxes on a number 
of (mainly imported) consumer durables. Private con- 
sumption fell dramatically in the first half of 1978 but 
slowly recovered in the second. For 1979 an increase of 
3 per cent is projected. Monetary policies became stringent 
towards the end of 1977 and are expected to remain so 
in 1979, with selective measures to encourage investment. 
Norway’s economic policy became restrictive in the 
autumn of 1977 when the budget for 1978 was presented. 
Subsequently (February 1978) the Norwegian krone was 
devalued and in September an income and price freeze 
was established until the end of 1979. The reappraisal of 
economic policies late in 1977 aimed at curbing the rise 
in nominal incomes and of private consumption, and at 
fostering exports. Partly owing to more restrictive terms 
for personal loans, purchases of transport equipment fell 
by 30 per cent in 1978. All in all, personal consumption 
declined by 2.5 per cent in spite of a fractional increase 
in real disposable income (estimated at 0.3 per cent). 


In Denmark, in contrast with Austria, the Netherlands 
and Norway, both 1977 and 1978 were years of only 
slow growth for domestic demand. The persistent high 
rate of inflation led successive governments to maintain 
a stringent policy stance. A stabilization plan had been 
adopted in September 1977 (which affected domestic 
demand in 1978) and a price and wage freeze (and 
increased rates of VAT) was announced one year later. 
Household consumption fell by 0.8 per cent in 1978 and 
is projected to increase by 2.5 per cent in 1979. In Sweden, 
as mentioned above, the 1978 output recovery was due 
entirely to exports. Household consumption fell by about 
1 per cent in spite of a small decline in the propensity 
to save. There was a fall in both primary and disposable 
income in real terms, which was concentrated in the first 
half of the year, one reason probably being that retro- 
active wage increases were paid later than expected. There 
was some recovery in the second half of the year and this 
should continue in 1979. 

In the Netherlands and Switzerland, the growth of 
private consumption was smaller in 1978 than in 1977. 
However, in the Netherlands, the 1978 increase (3.5 per 
cent) was still considerably higher than for western 


Europe as a whole. In Switzerland, where household 
consumption rose by 1.8 per cent, the debate is continuing 
on the opportunity (or the inopportunity) of fostering 
domestic demand through a more liberal fiscal policy. In 
spite of the fact that domestic savings exceed domestic 
investment by a large margin, the government has so far 
refrained from taking steps in this direction, mainly 
because they wish to prevent a widening of the Federal 
Budget deficit. 


TABLE 1.6 


Public and enterprise investment 
(Annual percentage change, in volume) 


Public Enterprise investment ” 
Country and year investment Total Manufacturing 

Denmark 

1976 ope to ee —0.8 21.6 

LOT eet eee eee —4.4 1.2 

м 357 0.6 

По. 2. ке: 5 0.5 
Finland 

1976 Secor ok Nes —2.1 —11.6 —16.1 

о о а —2.2 —7.6 —13.3 

оо ие ilps) —5.8 —11.5 

А gu det teas) м В —0.5 4.4 an 
France <, 4 

Обе 0.6 6.0 7.8 

а а 228 —0.9 —1.3 

1918 SS eee ee 2.2 3.0 а 

1979 Sree Нот и: 3.9 5.5 
Germany, Republic Federal of 

I9T6 2h SRP —3.8 7.1 4.7 

1977 2 Leis а —2.9 6.6 5.5 

1978% зона cus eer 7.9 6.6 6.5 

ТОО все КЕ зы 2.8 Ue 5.0 
Italy © а 

197 Or А asia 0.7 4.5 —1.6 

TE A es eee i RN —3.3 1.3 —1.1 

197 Sere бы ЕЕ a : 
Netherlands ¢ 

о HP Ree —1.9 —3.7 —5.2 

1977'S 2a OME. eee —7.5 15.5 10.4 

1978 аминов. нано —2.0 6.0 4.37 

1979" ры ох —0.5 3.0 : 
Norway 9 

1976 овес 4.5 13.3 —8.8 

ik if je ee ene eee er 5.4 1.0 17.2 

1978: Cre ee ony СР 4.0 —19.4 —15.0 

19790) ре она —1.4 —9.6 —15.0 
Sweden 

1976" За AY, TA —0.3 1.4 —0.2 

197 a GH, ONG Soe 0.1 —5.7 —18.5 

978: Зет By. Pe: 3.7 —15.9 —18.0 

1979 cls ney piled 3.6 10.9 3.1 
United Kingdom * 

1976 oes т ее —5.4 0.7 —5.0 

a i Sm Gras aS; —14.9 7.4 6.8 

1978 Teer be eects С —3.7 10.7 8.2 

О 1 3.6 6.1 6.7 


Sources: As Гог appendix table. 
в Public administration and public enterprises, unless otherwise stated. 
> Mainly private enterprises, excluding dwellings. 
¢ “Enterprise investment in manufacturing” refers to “industry”. 
4 “Public investment” refers to “public administration” only. 
¢ “Enterprise investment in manufacturing” refers to “industry and construc- 
tion”. 

7 January-September 1978 over January-September 1977. 

¢ “Enterprise investment” includes ships and oil exploration (the percentage 
changes excluding ships and oil exploration are; 1976, 9.8; 1977, 10.8; 1978, 
— 0.2; 1979, —1.8). 

^ “Enterprise investment in manufacturing” includes mining. 

+ “Public investment” includes iron and steel. 
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TABLE 1.7 
Domestic demand, including and excluding stockbuilding 


(Annual percentage change, in volume) 


eee 


Including stockbuilding Excluding stockbuilding 
Country 1975 1976 1977 1978 19794 1975 1976 1977 1978 19794 
Fe ee ce, ees О ee ee ee eee 
AUsttidws Sih pe tore ci —2.3 9.3 5.2 —1.8 3.5 0.8 4.7 5.7  —=1.2 2.8 
Васи». бо Зв —2.4 6.1 1.6 1.9 2.6 0.6 51 1.7 by ar 
Denmark” 3.55.2 a fat. —1.0 102 —0.1 0.9 3.0 1.8 той 0.3 0.6 2.5 
Finland eeiisrtah.onces estas Вох 4.6 —3.5 —3.6 0.5 3.5 4.9 —1.4 —1.7 0.6 2.1 
Francetrss i оз Rees os —1.0 6.4 2.0 3.2 3.8 —3.5 4.7 2.0 3.2 37 
Germany, Federal Republic of 0.5 55 2.6 3.8 4.5 45 3.8 2.9 4.2 4.0 
а, Ти —6.6 6.2 6.3 7.5 4.5  —2.1 Sal 5.4 8.4 4.0 
Ttalyee инь. —6.1 5.7 0.1 1.4 5.6 —3.2 2.9 1.8 1.3 4.7 
Netherlands nee ee —1.4 4.4 5.6 3.0 2.0 1.6 2.6 5.5 3.3 2.0 
Norwaye.s. yet Cee. oe 6.5 13 3:0" —6:5 1.7 ee) 7.4 4.3 —4.3 —1.9 
Swedent ов 4.1 21g 3508 = 5.6 2.7 3.0 —0.4 — 0.3 58 
НЕ обоз вас —10.5 —0.3 2.1 2.8 1.0 —5.6 —1.8 2.2 2.1 1.8 
United Kingdom ...... —3.2 2.4 —0.6 37 3 — 0.3 —1.3 4.6 4.0 


Sources : Аз for appendix table. 
< Projections. 


Total fixed investment rose only moderately in 1978 for 
the 13 industrialized west European countries combined, 
by about 2 per cent compared with 1.2 per cent in 1977. 
As usual, the various categories of investment behaved 
quite differently. One general feature which emerges is a 
low rate of increase of public investment as well as of 
investment in dwellings; there was generally a somewhat 
better performance for enterprise investment (table 1.6). 
Investment in residential construction 1 rose very fast (by 
about 18 per cent) only in Sweden, partly as a reaction 
from the depressed levels of activity which had prevailed 
in recent years and partly owing to the introduction of 
new credit facilities. In the Federal Republic of Germany 
investment in dwellings rose by about 4.5 per cent, but 
there was a decline in Belgium, France and the United 
Kingdom.” Enterprise investment accelerated in quite a 
few countries in 1978. With minor deviations, the country 
pattern for household consumption also applies to enter- 
prise investment.'® Thus, this demand component was 
particularly dynamic in the United Kingdom where it 
rose by more than 10 per cent following an increase of 
7.5 per cent in 1977; for the manufacturing sector, alone, 
there was an increase of 8 per cent in spite of a large 
decline in such sectors as steel and shipbuilding. In the 
Federal Republic of Germany, enterprise investment 
continued to increase in 1978—as was the case in 1976 
and 1977—at a rate of about 6 to 7 per cent. Investment 
demand remained weaker in France, where there was an 
increase of 3 per cent in 1978 following a small decline 
in 1977. Most of the increase was due to public corpora- 
tions acting in a contra-cyclical way ; investment by private 
enterprises remained flat.14 An increase of 5.5 per cent is 


11 Investment in dwellings is shown in the appendix table. 

12 In this latter country, the decline was entirely in State- 
financed dwellings. 

13 However, enterprise investment declined in Finland where 
household consumption recovered somewhat; the contrary 
appears to have been the case for Denmark and Switzerland. 

14 An increase in investment in branches producing intermediate 
products was offset by a decline in the capital goods branches. 


expected for 1979 as a number of projects seem to have 
been postponed from one year to another. 

One factor behind the recent investment revival may 
be the necessity of replacing obsolete equipment after 
many years of low expenditure. This need, in all likelihood, 
has been reinforced by the structural changes which have 
affected, in varying degrees, the industrial countries after 
the massive increase in oil prices in 1973-1974. These 
factors may have played a particularly important réle 
in those countries, such as the Federal Republic of Ger- 
many, where enterprise investment grew less than output 
in the 1970s. Furthermore, the development of enterprise 
investment in 1978 was encouraged by some improvement 
in profit margins.1° In the Federal Republic of Germany, 
for instance, the self-financing ratio (internal resources 
of the enterprise as a percentage of gross capital forma- 
tion) rose to about 97 per cent in 1978 as against 85 per 
cent in 1977. However, the stagnating private enterprise 
investment in France is a reminder that this factor alone 
is not sufficient to foster investment when expectations 
remain depressed, for in France profit margins also 
improved somewhat in 1978. 


In 1978, enterprise investment declined in Finland (for 
the third consecutive year), in Norway, and in Sweden 
(for the second consecutive year). In the Netherlands there 
was a Sharp deceleration in the growth rate. For 1979, a 
strong recovery is expected in Sweden and a more modest 
one in Finland, while in the Netherlands a further decel- 
eration is forecast. 


As already mentioned, stockbuilding was low in 1978 
(on the basis of annual averages). Domestic demand 
generally rose faster (or declined less) when changes in 
stockbuilding are excluded: Switzerland seems to be the 
only exception (no data for 1978 are available for Bel- 
gium). By contrast, a considerable amount of restocking 
is forecast for 1979, when it contributes significantly to 


15 An important ге was played in this context by the improved 
terms of trade (discussed below in section 3). 
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TABLE 1.8 
Employment and unemployment 


A = Changes in thousand persons 
B = Percentage change 


—=—=—ые—ы=—=—ы».»‚=—ы„—з—ы—ы—_»_оыА—А.———————..„:С”С:,——.—-:З5а0Аы-А.А- 


Non-agricultural enterprise sector 


Unemployment level 


Total economy Agriculture Manufacturing Non-manufacturing General government — end of year, per 
Country and year A B A B A B A B A B eet eee 

Austria 

Е on ee, 22 0.7 —9 —2.5 —15 —1.7 34 2.3 12 2 1.56 

То. за See не 36 1.1 —10 —2.9 75 0.8 35 yx) 4 0.9 1.7 ¢ 

19786) SOI ie an. оны 170.5? Ee ary, 1.8 
Belgium р 

Об: дек оков —29 —0.8 —8 —5.9 —45 —4.0 1 0.1 23 3.3 5.94 

iD с О Е т —7 —0.2 —5 —3.9 —68 —6.3 56 3.1 10 1.4 6.74 

LORE ere aes 6.84 
Denmark 

WAS shee Sue Se рано 60 2.6 —5 —2.2 10 1.9 31 321 124 3.9 5:2 

о Saget abel Mcp И = 0.9 —5 —2.2 —11 —2.0 2 0.2 36 5:0 6.9е 

ИН он — —0.1 —3 —1. — —2. — — a 

ЙЕ 4 11 2.0 6 0.6 17 72.5) 7.4 

1976: ви ЧЕ —26.2 —1.2 —5.9 —2.0 —8.6 —1.5 —22.9 —2.4 11.2 3.8 4.7 

OTT ие аа —43.3 —2.1 —19.5 —6.6 —15.9 —2.8 —16.6 —1.8 8.7 2.9 7.3 

Е а —11.5 —0.6 —4.9 —1.8 —16.8 —3.0 —0.1 10.3 83 es) 
France 

GTO arte te epg реа 46.3 0.2 —51.7 —2.5 —70.1 —1.2 150.9 1.6 17.2 0.6 4.2 

TIC he ees, ae во 21.4 0.1 —36.0 —1.7 —54.1 —0.9 100.0 10 1.5 0.4 4.7 

ПЕЛА. одно осень aes — — te —130.4 *—2.2 * ов 5.3 
Germany, Federal Republic of 

‘S76 и Е. —242 —1.0 —80 —4.4 —184 —2.0 —22 —0.2 44 1.5 3.9 

И Гоа AS — 68 —0.3 —87 —5.0 —9 —0.1 19 0.2 9 0.3 3.9 

1978 Pere see Os tat 49 0.2 —45* —0.5* 3.6 
Ireland 

NOT ед ибн —19 —1.8 —10 —4.0 — — —13 —2.4 4 6.7 10.2 

И ety ae ae 2 0.2 —6 —2.5 5) 2.6 2 0.4 1 1.6 9.8 

9780 ube S ars: доном к Те 1.7* —5 —2.1 : 
Italy 

NAS ~ о: 166 0.8 —35 —1.2 15 0.2 141 leh oS 2.0 

ТО ee '. 80 * Oar. : 7.49% 

д. ieee ss SS 97 * 0.5* —98 —1.9 7.59, 1 
Netherlands 7 

ТО ee eevee tb —9 —0.2 —4 —1.3 —48 —4.4 12 O31 4.1 4.1 

ЕО 12 0.3 —6 —2.0 —26 —2.5 20 0.8 24 3.0 4.1 

STS als alge aces ыы 2 -- —5 —1.7 —36 —3.5 30 1.2 ees 1.6 4.2 
Norway f 

ПО meee isis aw eke 27 137 —2 —1.4 —1 —0.3 17 23) 13 4.7 1.41 

ПОТ: Sept eed. аи 32 2.0 —2 —1.4 —2 —0.5 25 33 11 3.8 1.31 

1ST SRP ee i. 8 0.5 —2 —1.4 —8 —2.0 8 10 10 359 1.91 
Sweden 

191 Green rice, Scone 6 so 26 0.6 —11 —4.0 —6 —0.5 28 14 15 2.1 1S 

1977 eet MOR sere (oaks 11 0.3 —9 —3.4 —30 —3.0 16 0.8 34 4.6 1.8” 

197 Simo MON. See tes clk 16 0.4 7 2.8 —38 —3.8 16 оз э 4.0 2.11 
United Kingdom 5» 1 

О а. —165 —0.7 —7 —1.8 —235 —3.2 15 0:2. 62 3 Sy 

1977 PRRs fo ER. 124 0.6 —1 —0.3 —107 —1.5 234 2.4 —2 — 5.9 * 

TOTS eee eee ee ba 35 0.2 —4 —1.1 —43 —0.6 55 015827 0.6 5.4 ® 
Canada 

AOI ORR рее ee 209 2:2 112 —2.5 55 29a 153 2A 13 2.2 7.5 т 

19) Tee С. А 182 1.9 —6 —1.3 —31 —1.6 204 3.1 15 225) 8.5. т 

ПОЗ. ee are 312% 3.2)" 4 0.9 16 0.8 276 4.1 16 2.6 8.1 т 
United States 

TCHS) О eC 2 702 3.2 —83 —2.5 674 ® Shel 925 4.0 186 1.3 77 т 

Теа >, 6 3 061 3.5 —53 —1.6 6508 3.4 2256 4.5 208 1.4 6.3 ® 

Па, ом 3 827 4.2 98 3.0 684 © 3.5 2647 5.0 398 2.6 5.9 т 


Sources : П.О, Yearbook of Labour Statistics 1978, Geneva 1979; OECD, 
Labour Force Statistics, 1965-1976, and the Quarterly Supplement to the Yearbook 
No. Ill - 1978, Paris 1978; EUROSTAT, Employment and Unemployment 1971- 
1977, Luxembourg 1978; and national statistics. 

< Unemployment as percentage of total labour force. 

+ Based on employees only. 

¢ Estimated number of unemployed employees in the total labour force. 

4 Refers to insured unemployed. 

е Total number of unemployed includes from 1977 insured part-time 
employees. 


7 Refers to man-years. 

9 October data. From 1977 includes first-job seekers. 
h Not seasonally adjusted. 

‹ Data refer to the fourth quarter. 


J Great Britain. 


& The estimated total number of unemployed as a percentage of the total 
number of employees (employed and unemployed). 


™ Unemployed as percentage of the civilian labour force. 
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the projected growth of total domestic demand (table 1.7). 
The United Kingdom appears to be the major exception 
in this respect. 


(iii) Employment and unemployment 
EMPLOYMENT 


For western Europe as a whole, there was not any 
noticeable increase in employment in 1978 nor any 
substantial change in unemployment. By contrast, employ- 
rose sharply in Canada (3.2 per cent) and even more in 
the United States (4.2 per cent, or nearly 4 million per- 
sons). The differences between the two regions primarily 
reflect the differences in output growth, although the 
increase in labour productivity in North America, and 
especially in the United States, was unusually low in 1978. 


In western Europe employment grew fast only in 
Ireland, that is, by about 1.7 per cent. Non-farm employ- 
ment rose more than 2 per cent (about 20,000 persons) 
and unemployment declined fractionally (from 9.8 per 
cent of the total labour force in December 1977 to an 
estimated 8.9 per cent one year later).1® Elsewhere the 
changes were small. Total employment rose by an esti- 
mated 0.4 to 0.5 per cent in Austria, Italy, Norway and 
Sweden and by 0.2 per cent in the Federal Republic of 
Germany and the United Kingdom. It remained either 
at or slightly below the 1977 level in the remaining coun- 
tries. In Austria, Denmark, the Netherlands, Norway and 


16 Output rose by more than 6 per cent in 1978 in Ireland. 
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the United Kingdom, the development of employment 
was less favourable in 1978 than in 1977, while there was 
some improvement in the Federal Republic of Germany. 
Although information on employment changes by main 
sectors of the economy is still incomplete for 1978, an 
attempt has been made to identify the relative importance 
of agriculture, general government, manufacturing, and 
the non-manufacturing part of the non-farm enterprise 
sector in the over-all change.!? The main features can be 
summarized briefly as follows: 

(a) In most of western Europe the decline of employ- 
ment in agriculture has continued in the last few years, 
but at considerably reduced rates in comparison with the 
period before 1974. This trend continued in 1978 when 
in a number of countries the decline was around 1.5 per 
cent compared with pre-recession rates of 3 to 4 per cent. 
In Sweden employment in agriculture actually rose in 
1978. No figures are yet available for Austria, Belgium 
and the Federal Republic of Germany; however, in these 
countries the decline in agricultural employment had 
continued until 1977 at rates fairly similar to those 
prevailing before 1974 (that is, from 3 to 4 per cent per 
year). Unexpectedly, employment in agriculture rose in 
1978 both in Canada and the United States, in the latter 
by no less than 3 per cent (about 100,000 persons). It is 
not yet possible to identify the specific contribution of 
part-time workers to these over-all changes. 


17 For an historical series, going back to 1955 on employment 
developments in these sectors in the individual west European 
countries see Economic Commission for Europe, “Labour force 
and employment in western Europe: the prospects to 1985 by 
major sectors”, Economic Bulletin for Europe, vol. 30, No. 2. 


; TABLE 1.9 
Output per person employed, total economy and manufacturing 
(Annual percentage change) 


Output per person employed 


Total economy 


Country 1975 1976 1977 

AUStria ets сл —1.1 5.5 2.6 
Belgium: о —0.7 6.6 1.5 
Репа 0.4 3.6 ee. 
Finland’ Cages oe oe 1.1 1.9 2.6 
а it soe en 1.6 4.4 2.9 
Germany, Federal 

Верос Е 0.9 6.7 3.1 
пеар ив ке 2.8 4.8 5.3 
Пай СА —3.6 4.9 1.3 * 
мешепапаос вы ae eee —0.2 4.7 2.1 
Могу. ао 5.4 4.8 1.5 
Sweden gegere ye gta ee —2.2 0.4 —2.0 
Switzerland as te eee —2.0 2.6 2.3 
United Kingdom’ ..... —1.2 27 2.1 
Сапа им —0.7 3.5 1.1 
United За ео 0.3 2.5 1.4 


Source : For output: United Nations, Yearbook of National Accounts Stat- 
istics, New York; ECD, National Accounts of OECD Countries, Paris; and 
national statistics. For employment: as for table 1.8. 


* Rounded to nearest 0.5 percentage point. 
> Employment data refer to wage- and salary-earners only, 


Manufacturing 


1978 < 1976 1977 


1.02 —5.4 10.6 2.20 30 
ae —1.6 12.4 7.0 - 
ee} —0.2 5.6 oie : 
2.0 215 2.1 2.5 6.0 
3.5 0.84 8.74 4.54 4.04 
3.0 0.5 9.8 3.0 2.0 
4.5 * 0.1 е 10.6 ¢ Sy) EG 

here —10.0 12.2 ok es 
2.0 743i] 11.9 725 5.0 
2:5 —1.6 0.7 —0.8 Abe) 
1.5 3.0 —0.6 —2.0 2.0 
= 2 7.0¢ 6.38 —е 
2.5 1:9 4.6 0.7 1.5 
— —1.0 2.3 5.5 2.5 
—* 3.92 5:50 2.36 2.5 


¢ Employment data refer to man-years. 
а Refers to industry. 


¢ Output data refer to short-term indices of manufacturing production. 
7 For employment: Great Britain, employees only. 
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(5) Employment т general government continued to 
increase fast in 1978 in the Scandinavian countries, by 
some 2.5 per cent in Denmark and by more than 3 per 
cent in Finland, Norway and Sweden. For the latter three 
countries the increase was in line with the long-term 
historical trends. In Finland the employment increase in 
general government in 1978 was nearly equal to the decline 
in agriculture; in the other three countries it was much 
higher. In a second group of countries—Austria, Belgium, 
the Netherlands and the United Kingdom—the increase 
in general government employment has decelerated 
sharply in recent years and 1978 would appear to be no 
exception. In the United Kingdom employment in general 
government rose by only 0.6 per cent in 1978 after stag- 
nating in 1977; in the Netherlands it rose by 1.6 per cent 
compared with 3 per cent in 1977. No figures are available 
for 1978 for France, Italy and the Federal Republic of 
Germany, where the increase was less than 0.5 per cent 
in 1977, but there are no indications of major changes in 
1978. These rates of increase are much lower than those 
prevailing in the 1960s and early 1970s. A slowing down 
in the growth of public sector employment is a medium- 
term policy objective in most west European countries; 
however it would appear that in some of them recent 
developments have been dominated more by short-term 
considerations. 


(c) Employment in manufacturing continued to decline 
in 1978, and in many cases by more than in 1977. The 
rate of decline ranged typically from 2 to 3.5 per cent; 
it was, however, only 0.5 per cent in the Federal Republic 
of Germany and the United Kingdom. Somewhat 
surprisingly, industrial employment did not decline in 
Switzerland in spite of virtually no change in output. A 
possible explanation for this might simply be the usual 
time-lag between changes in employment and in output 
growth, Swiss industrial output having risen by about 
5 per cent in 1977; no increase in industrial employment 
is forecast for 1979. In the United States employment in 
manufacturing continued to increase in 1978 at an excep- 
tionally fast rate (about 3.5 per cent, or nearly 700,000 per- 
sons). There was an increase of 3.5 per cent also in 
Canada. 


(d) Information on changes in employment in the non- 
manufacturing non-farm enterprise sector—consisting 
largely of private services could be estimated only for 
six west European countries for 1978. There was a decline 
in Denmark, no change in Finland and some increase in 
the other four (the Netherlands, Norway, Sweden and the 
United Kingdom). In the United Kingdom and Norway 
the increase just offset the decline in manufacturing; in 
the other two countries it was less. It would thus appear 
that the non-farm enterprise sector as a whole did not 
generate any net employment increase in 1978; instead, 
general government was the sole or principal source of 
the increase in employment. In this respect the situation 
is quite different in North America where most of the 
increase in employment took place in the non-farm 
enterprise sector. 

The very small changes in total employment in 1978 
imply that changes in output were essentially reflected in 
changes in output per person employed. Thus labour 
productivity growth decelerated in Austria and Switzer- 
land and, in most of the other countries, rose as in 1977 or 
slightly more. There was a deceleration in labour pro- 
ductivity growth also in Ireland, in spite of the faster 
growth of output, probably reflecting the business cycle 


phase. Labour productivity tends to increase particularly 
fast in the early phases of the cyclical upswing, which, in 
Ireland occurred in 1977. In the manufacturing sector, 
labour productivity rose at relatively high rates (4 to 
6 per cent) in Finland, France and the Netherlands, not 
so much because output grew faster than in the other 
countries but because employment fell more. 

In view of the rapid growth of output, the increase of 
labour productivity was unusually low in North America 
in 1978. For the economy as a whole, output per person 
employed rose fractionally in Canada and not at all in 
the United States. In both countries, but especially in 
Canada, the low rate of labour productivity growth was 
due to the non-manufacturing sectors where output per 
person employed actually declined. For manufacturing, 
there was an increase of about 2.5 per cent in Canada as 
well as in the United States.!* 


UNEMPLOYMENT 


At the end of 1978 the unemployment rate in most of 
western Europe was either virtually identical to or slightly 
higher than that of one year before. There was some 
improvement only in the Federal Republic of Germany 
and the United Kingdom, mainly as a result of a decline 
in activity rates rather than an increase in employment. 
However, developments during 1978 indicate—as for 
production—a somewhat more favourable picture. The 
prevailing tendency was for unemployment either to 
remain stable or to decline slightly: furthermore, short- 
time working was lower towards the end to 1978 than one 
year before in all countries except Switzerland. 


Developments in the level of unemployment by sex 
and age structure between 1973 and 1978 are summarized 
in table 1.10 for seven countries of western Europe and for 
the United States. Four main categories of the unemployed 
are singled out: males and females, under and over the 
age of 25. The table shows, in addition to the usual 
percentage composition of total unemployment, the ratio 
of unemployment to the labour force in each age group. 
For example, in Denmark, unemployed women aged less 
than 25 years represented 8.2 per cent of the female 
labour force in that age group in 1978.1° 


Total unemployment rose in all the seven west European 
countries as well as in the United States between 1973 
and 1978. However, in the latter there was a sharp decline 
from its 1975 peak. In western Europe the great unem- 
ployment upsurge was between, 1973 and 1975; in sub- 
sequent years the increase has been much less (or has 
virtually ceased to rise, as in the Federal Republic of 
Germany). This slowing down was not due to any sizeable 
employment increase but to a subdued development of 
activity rates. Weak demand has led to withdrawals from 
the labour force, or, in some cases at least, to a break 
on rising participation rates (this is the familiar “dis- 
couraged worker” effect). Moreover, as noted above, the 
decline in agricultural labour has decelerated consider- 


18 For a discussion of the possible factors behind the develop- 
ment of labour productivity in the United States in recent years 
(inter alia, government social regulation, the changing composition 
of the labour force, the slow growth of capital stock), see the 
Economic Report of the President, Weshington, January 1979. 

19 In table 1.10, the labour force by sex and age group refers 
to 1975 for all the west European countries, and to 1977 for the 
United States. 
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TABLE 1.10 


Some structural aspects of unemployment in selected west European countries 
and the United States, 1973 to 1978 


a А рАХАЁ&АЁ рр ЖЖ 


Unemployment 
Shares in total 
Shares in labour Shares in total unemployment Unemployment rates ® и 
‘orce a SS increa 
Country, age and sex group 1975 4 1973 сы 1978 4 1973 1975 с 1978 4 1973-1978 © 


ии ря ХОрХАХОХЖрр рр 


Belgium 


Totaly SF... ee ee. 100 100 100 100 3.2 6.5 8.9 100 
eo? Sai, ies Res 8.3 22.7 26.6 22 8.7 20.8 29.3 29.7 
>. 2S aes os Sey. tee 24.1 27.8 26.2 32.4 3:7 7.0 12.0 34.9 
Моем Ре 10.2 13.7 19.5 16.2 4.3 12.4 14.3 17.6 
SS 75) 57.4 35.9 27.6 24.2 2.0 Эй 3.8 17.7 
Denmark 
‘otal? 347 ya ee ee 100 100 100 100 0.6 $, 53 100 
5 ола 8.2 Sai 115 12.6 0.4 5.2 8.2 1325 
О. (ace eee ke 33.0 14.0 PP 29.2 0.3 2.6 4.7 3152. 
1 (OR и eee 9.8 21.0 13.6 10.9 1.4 5.2 5.9 9.5 
а о corre) Ort 49.1 59.2 51.8 47.3 0.8 3.9 5.1 45.7 
Finland 
оао. ое ЛЕХ. 100 к 100 100 oe 3.9 7.9 100 
25 Е 8.6 15.1 18.6 ms 6.9 ea 22.2 
eS een es eee 38.0 20.1 21.1 21 4.4 20.2 
МЕР МЕТ 9.3 24.2 23.6 10.2 20.0 23.0 
О eee ee eo 44.2 40.6 36.6 3.6 6.5 32.7 
France 
Total: oes 4 > ee re: ke 100 100 100 100 1.9 4.2 57 100 
ие о вх 8.2 25.7 27.3 28.3 5.8 14.0 19.7 29.6 
о Е И 29.5 27.6 23.0 25.5 lee 3.3 4.9 24.4 
M <2 Siete 2 10.5 14.4 19.1 16.7 2 7.6 9.0 17.7 
Ни 25 ee 51.8 32.3 30.5 29.5 12 2.5 872 28.2 
Germany, Federal Republic of 
Ota team cern cere 100 100 100 100 0.8 3.8 2h) 100 
ae) Se ee ee 8.9 15.0 14.3 AES 1.4 6.1 6.8 18.4 
S25 eee. ee ee 28.3 36.5 31.4 35.9 iil 4.2 4.4 355 
М 258 Ир 10.4 8.3 14.3 11.9 0.7 5.3 4.0 13.0 
РИ! tak 5255) 40.2 40.0 34.7 0.6 2.9 233. 32.9 
Netherlands 
DRL he 3 ae ee eet а 100 100 109 100 2.0 ВАЛ 3.9 100 
Ро ee gt 10.2 7.6 10.6 18.1 1.5 3.9 6.8 р 
2 5 ee в 14.2 10.8 9.4 14.0 1.6 2:5 3.8 17.6 
Му оу Е 11.7 21.0 25.4 20.9 3.7 8.1 7.0 20.9 
Оф уе 63.9 60.6 54.6 47.0 1.9 32 2.9 31.9 
United Kingdom 
MT Otal se sace Bee ett 100 100 109 100 a) 3.8 5.8 100 
ча 8.1 7.8 12.2 19.8 P55 5.6 14.0 26.9 
>25 ee к 90: 30.1 8.6 8.6 11.6 0.6 1.1 are) 13.3 
Мио: ЛЕ. 1 10.8 17.5 24.5 25.9 3.5 8.5 13.4 29.8 
S257 See cies Fo 51.0 66.1 54.8 43.5 2.8 4.1 4.9 30.0 
United States 
Зеро рик 100 100 100 100 4.4 8.0 5.9 100 
jel 25 10.5 25.5 19.9 25.6 10.5 153 14.4 25.9 
ЗО ТА МИА. 29.6 21.6 23.3 24.7 3.2 6.4 4.9 33.1 
IM 2-22 5S £0 rte 13.7 28.2 26.7 24.9 8.9 15.8 10.8 16.0 
> ОН. 124. % 46.1 24.7 30.2 24.8 723} 5:3 3.2. 25.0 
м— eeeeeeSSSSSSSSSSSSSSSSSSSSSSSSsSSssesesesesesesesesese 


Sources ; National statistics, а 1977 for the United States. 

Note : Unemployment data refer to the months of May for the Netherlands, 
July for Denmark and the United Kingdom, September for Belgium, the Federal 
pepublic of Gorman are Нм to fe shite quarter for Finland and to the er 
second quarter for the United States. Labour force data refer to 1975 for all ; 
ое я the ee States (1977). Total unemployment rates in this * 1976 for Denmark and Finland. 
table may differ somewhat from those shown in table 1.8 because of differences a i ‘ 
$ the ete date of oe unemployment and the labour force and, especially, Юл Repebne Of Geraiany. 

ecause of differences in the coverage and definition of unemployment. F and M © 1973-1977 & i i ; 

refer to females and males respectively, below and above 25 years of age. for Denmark ana Chee a eae aaa wis Mei ek Ma 


5 Unemployment as a percentage of the labour force in the same age/sex 
up. 
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ably, so that the labour available for non-agricultural 
activities has grown less than the underlying historical 
trends would have suggested. Unemployment would have 
increased more if the actual growth of labour supply had 
been in line with the trend in its potential growth. A 
vigorous revival of demand for labour would probably 
activate these “hidden” labour reserves, so that any 
increase in employment would not imply a corresponding 
fall in unemployment.?° 

However, the increase in total unemployment conceals 
quite different developments in the various age and sex 
groups. The largest rise in unemployment between 1973 
and 1978 was among young people (that is, below the 
age of 25); in most cases, half or more of the total increase 
was concentrated in this age group. In all countries, 
without exception, the unemployment rate for young 
people was well above the average in 1978. In Belgium, 
Denmark, France, the Federal Republic of Germany, the 
Netherlands and the United States, most of the rise in 
youth unemployment has been among females. One 
reason for the sharp increase of youth unemployment is 
the upsurge in the number of young job-seekers due to 
demographic changes. A second factor is in the rapidly 
increasing number of young females looking for a job, 
a reflection of a basic change in the social attitudes of the 
younger female generations. A third and more basic 
reason is that when demand for labour is stagnant, the 
main impact of the restricted opportunities for employ- 
ment falls on new entrants to the labour force rather than 
those already employed. 


The unemployment pattern for women over 25 years 
of age is less clear cut, and there are large inter-country 
differences. In Belgium and the Federal Republic of 
Germany the contribution of this group to the rise in 
total unemployment was large, relative to its weight in 
the labour force. In Denmark, France, the United States 
and, especially, the United Kingdom, the impact of this 
group on total unemployment has been relatively small. 
In these countries, as well as in the Netherlands and in 
Finland, the unemployment rate for this group is lower 
than the average for the total work force. However, 
different patterns of registration behaviour may explain 
part of these relatively low levels of female unemploy- 
ment, registration often being determined to a large 
extent by social security regulations which may limit 
entitlement to unemployment benefits. In this group, of 
females over 25, hidden unemployment may be consider- 
able and sometimes more severe than open unemployment. 


Men older than 25 (who are usually heads of house- 
holds) accounted for a declining share of total unemploy- 
ment, except in Finland and the United States, between 
1973 and 1978. In most cases their contribution to the 
rise in total unemployment since the outbreak of the 
recession has been relatively small, 20 to 30 per cent as 
against a share in the labour force of 46 to 64 per cent. 
The unemployment rate in this category is, in virtually 
all cases, far lower than that in the other groups. In 1978, 
it.was around 3 per cent in France, the Federal Republic 
of Germany, the Netherlands, and the United States. It 
was somewhat higher in Belgium (3.8 per cent), in Den- 
mark and the United Kingdom (about 5 per cent) and 
still more in Finland (6.5 per cent). 


20 For example, in the Federal Republic of Germany it is 
estimated that unrecorded unemployment (stille Reserve) would 
add some 600,000 (or 60 per cent) to the recorded figure. 


Changes in the pattern of unemployment by age and 
sex between 1977 (not shown in table 1.10) and 1978 were 
small. In Finland, the worsening of unemployment was 
fairly evenly shared by all the four groups considered. In 
France, four-tenths of the unemployment increase fell on 
men older than 25 (in many cases these are job losers). 
In Belgium, unemployment has increased more for women 
than for men. In the four countries where there were 
moderate declines in unemployment, the main effect was 
on men. In the Federal Republic of Germany, the number 
of jobless fell by 46,000 between September 1977 and 
September 1978, of which 35,000 were men. In the 
Netherlands the number of jobless men in both age groups 
declined, while female unemployment in both age groups 
increased. In the United Kingdom unemployment declined 
between July 1977 and July 1978 by 110,000, of which 
94,000 were men; the number of jobless women younger 
than 25 moderately decreased, while there was a small 
increase in the older group. In the United States in 1978, 
70 per cent of the fall in unemployment of one million 
was accounted for by men; the remaining 30 per cent 
consisted largely of women aged over 25. 


In Sweden (not shown in table 1.10) the unemployment 
data are less relevant than in most other countries because 
the number of persons affected by labour market policy 
measures (vocational training, public relief work, etc.) 
exceeds by far the number of those registered as unem- 
ployed. In 1978 both categories increased considerably: 


Monthly averages, in thousands, 
January-August 


1977 


71.8 
113.1 


1978 


95.6 
137.6 


Unemployed (labour force survey) 
People in labour market projects 


Source : Konjunkturinstitutet, The Swedish Economy, Stockholm, October 
1978, p. 84. 


The unemployment rate, which remained fairly stable at 
around 1.6 per cent throughout 1975, 1976 and 1977, 
started rising in the summer of 1977 and reached 2.5 per 
cent in the third quarter of 1978 (seasonally adjusted). 
As in other countries, the unemployment rate is higher 
for women than for men, and considerably higher for 
young people than for workers older than 25. In spite 
of the fact that labour market policies were strongly 
oriented to youths, almost half of the unemployed in the 
third quarter of 1978 were aged under 25.” 


Information on the duration of unemployment by sex 
and age groups are available for France, the Federal 
Republic of Germany, the Netherlands and the United 
Kingdom. These data do not indicate any marked depar- 
ture in 1978 from the 1977 pattern. The tendency, since 
1973, towards a lengthening of the average duration of 
unemployment has slowly continued: the total number of 
people unemployed for more than one year has increased 
slightly as a share of total unemployment in all four 
countries. In the Netherlands and the United Kingdom 
in 1978 more than one-third of unemployed men older 
than 25 had been jobless for more than one year. Never- 
theless, a large proportion of job seekers (42 to 47 per 
cent) had been unemployed for less than three months. 


31 In this period, the unemployment rate was 6.6 per cent for 
persons aged 16-24 and 2.5 per cent for all groups. 
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The proportion of those unemployed for less than Six 
months exceeded 60 per cent in all four countries. These 
data do not however permit the conclusion that unemploy- 
ment is still a short experience for most of the individuals 
concerned. Much of the short-term unemployment affects 
young people, while duration increases with age. In the 
United Kingdom 70 per cent of the young unemployed 
in July 1978 had been jobless for less than three months; 
in the Federal Republic of Germany and the Netherlands 
this proportion was also high, some 60 per cent. However, 
these data refer to the length of the current spell of 
unemployment for the jobless. Recurrent unemployment 
is frequent among young workers, since they have above- 
average lay-off and quit rates, so many of them may have 
experienced, during the year, previous short spells of 
unemployment. 


PROSPECTS FOR 1979 


In the wake of the expected acceleration in output 
(GDP) growth in 1979, the employment situation should 
evolve somewhat more favourably in a number of coun- 
tries than in 1978. Projected changes in employment (Е), 
GDP and labour productivity (P) for 1979 are shown 
below for eight countries which provide this kind of 
information: 


GDP E P 
Austriaiten) tewiers "2 3.0 0.5 25 
Denmark. ....... 3.0 0.7 < 2.3 
ЕО ВЕ 3.55 0.5 с 3.0 
Germany, 

Federal Republic of . 4 0.5 3.5 
Netherlands ..... 3 Oto —0.5° 3to3.5 
Norway ....... 1.8 —0.9 с Qa 
Зуедепслси алая 4 0.5* 3.5% 
United Kingdom . 3.8 0.94 2.9 


Sources : Аз for appendix table. 
¢ Employed on a full-time basis. 


> According to data revised in February 1979, GDP is expected to increase 
by 4.5 per cent in 1979. 


< Man-years. 
4 Employees. 


Among these countries, employment should increase more 
in 1979 than in 1978, in Denmark, Finland, the Federal 
Republic of Germany, Sweden and the United Kingdom. 
As might be expected, there is no close inter-country 
association between output and employment growth 
because of differences in the underlying trend of labour 
productivity, in the degree of slack in the labour markets, 
in the role of the public sector, and in the importance of 
part-time work. The highest employment increase (0.9 per 
cent) is forecast in the United Kingdom. This is an excep- 
tionally high growth rate by historical standards but the 
expected GDP growth, too, is very high. In Austria, 


Finland, the Federal Republic of Germany and, probably, 
in Sweden, total employment is expected to increase by 
about 0.5 per cent; and by 0.7 per cent in Denmark.” 
By contrast, no increase in employment is expected in 
the Netherlands in spite of a projected acceleration in 
GDP growth. In Norway, total employment should 
decline, mainly as a result of a sizeable deceleration in 
output growth. 

For most countries the expected increase in employment 
in 1979 is fairly close to what appears to be the underlying 
rate of increase of the labour force, as forecast on the 
basis of demographic factors and changes in activity 
rates. Even in those countries where employment is not 
expected to increase—or where it is expected to increase 
less than the underlying growth of the labour force—sharp 
changes in open or officially registered unemployment are 
not expected. The continuing slack in the labour market 
has in fact considerably reduced participation rates. Some 
decline in open unemployment in 1979 is expected in the 
Federal Republic of Germany, the United Kingdom and 
Sweden, three countries where output should grow rela- 
tively fast in 1979 (in Sweden and the United Kingdom 
also in relation to their own long-term historical trends). 
In the Federal Republic of Germany, the total number 
unemployed is forecast at 920,000 persons compared with 
993,690 persons in 1978 (annual averages). In the United 
Kingdom, unemployment could be around 1.2 million 
persons at the end of 1979, compared with 1.3 million 
in the last quarter of 1978. On the other hand a small 
increase in the unemployment rate is forecast in Austria 
(from 2.1 to 2.4 per cent of the labour force), the Nether- 
lands (from 5.4 to 5.6) and in Norway. The employment 
problem is likely to remain serious in France and even 
more so in Italy, where demographic influences are strong 
and the net ouflow from agriculture is still quite large.2* 
In the United States, the official forecasts indicate an 
unemployment rate of 6 to 6.5 per cent in the last quarter 
of 1979, compared with 5.8 per cent in the corresponding 
period of 1978. 


р 22 In the Federal Republic of Germany and Sweden, the expected 
increase in numbers employed is offset (or more than offset) by 
a projected reduction in working hours: 


Annual percentage change 
1976 1977 1978 1979 


SPIN Sik ok NO eR И 5.6 2.8 3.1 4 
2. Hours worked. ..... . 0.9 —0.9 —0.4 —0.5 
Вано eee ee 4.6 34 3.5 4.5 
Sweden 
LeGDP si нее eat ee 10 —1.7 1 
2. Hoursworked. ...... Oss Lic rs 
3. Ratiooflto2 ...... 0.5 —0.2 3.8 4 


ae The ees plan а to Parliament by the Italian 
vernment in January 1979 aims to increase employment b 
550,000 to 600,000 persons between 1978 and 1981. Е ‹ 


2. COSTS AND PRICES 


(i) Wage rates, earnings and unit labour costs 


The slowdown in the growth of nominal wage rates 
and earnings continued in 1978. In the few countries for 
which data on rates are available the deceleration was 
generally quite sharp although there was some accelera- 
tion in France and the United Kingdom (table 2.1). 
Hourly earnings in manufacturing rose less than in 1977 
in most of the west European countries shown in table 2.2, 
but there was some acceleration in Denmark (first’ three 
quarters), Switzerland, Sweden and the United Kingdom. 
The acceleration was particularly sharp in the latter two 
countries where real earnings had fallen by some 4 to 
5 per cent in 1977. The deceleration in the growth of 
average money earnings has been more or less continuous 
since the first quarter of 1975, when they were rising at 
between 20 and 30 per cent in seven of the ten European 
countries shown in table 2.1; in the first three quarters 
of 1978 earnings were rising at some 50 to 75 per cent 


below their peak rates in 1975. The data so far available 
for 1978 suggest that the average rate of increase may 
have started to accelerate in the second half of the year: 
some flattening out in the rate of deceleration might have 
been expected given the improvement in output, but most 
of the acceleration appears to have been located in Norway 
and the United Kingdom. In both these countries, the 
actual rates of increase were well above the norms of the 
official incomes policies. These were in operation, in 
various forms, in most of the other countries considered 
here, but for the most part the continued restraint in 
earnings growth must be ascribed to the slow and hesitant 
recovery of output and the general weakness of the labour 
markets.?4 


24 The data are too limited for any broad generalization, but 
for the countries for which the comparison can be made the rise 
in nominal earnings in 1978 was higher than that for rates; in 1977 
earnings had risen less or about the same as rates. 


TABLE 2.1 
Average hourly wage rates in manufacturing 
(Percentage change over corresponding period of previous year) 


A = Change in money terms; 
В = Change in real terms 4 


1977 1978 
Country 1976 1977 1978 01 02 03 03 [971 02 03 04 
Austria ® 
On Seer ap. 12. 9.8 9.1 5.9 * 79 1102 96886 .62 . 31) 71-074" 
р ее ф:. 23 3.4 22» 14 #43 408137 22—05 (36 36> 
Belgium © 
ae ett 117 9.3 5.5 103 298 919681 6 58 52 59 
р бе 23 21 1.0 В а 
Егапсе 4 
и ее. 14.7 12.6 13.0* 14.2 128 124 121 124 124 13.6 13.4 
ее Ва: 4.7 2.9 3.4 * 48-7 23 57. ae ee 305 
Germany, Federal Republic of © 
а а 5.6 7.5 24 43 о 
rere 1.1 3.5 1.9 36 2S Маз зб is 5: 
Пар 
и... 20.9 27.9 16.2 336 31.0 | 24.6. 236 197° 162 14549 
а. 3.5 8.0 3.7 98. 1102 151073 eo а 10 
я eee Raph 57. 8.6 13 5.7 96 68 “85972 76 64. О 
ВМ Te FE —0.2 0.8 1.5 516 B02 °° 1.7719 29 28 on eo 
ee г 
eet Ree st. 19.8 47 17.9 70 43 3.7 40 47 2101214 242° 
а. ва AB 2.8 —9.6 ЗОТТ —82 12 —10 80 —-44 051105 49 


‹ Quarterly data refer to January, April, July, October. 
1 New index, 1975 = 100. 


9 Movements in the index of hourly wage rates are heavily influenced by the 
national minimum rates for manual workers in the engineering industry. 

rates remained unchanged between February 1976 and March 1978, although 
engineering workers’ pay increased under local agreements which are not covered 
by the index. The increase in national minimum rates is mainly responsible for 
the large rise in average manufacturing rates between March and April 1978. 


Sources : National statistics; OECD, Main Economic Indicators, Paris. 

@ Change in money wages deflated by corresponding change in total consumer 
price index. 

> Industry. 

< Quarterly data refer to March, June, September, October. 


С. terly data refer to beginning of January, April, July, October. Annual 
fi are ной by ке data from January of current year to January 
of following year. 
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In the past two years the fall in the growth of average 
earnings has generally been much sharper than the deceler- 
ation of inflation rates (as measured by consumer price 
indices). The consequent squeeze on real income growth 
has thus been considerable in many countries: for five 
of the ten countries in table 2.2 real incomes actually fell 
in 1977, in most cases by quite large amounts. This 
absolute decline continued into the first half of 1978 in 
Denmark, Finland, and Sweden. The increase in real 
earnings was particularly large in the United Kingdom 


from the second quarter: nominal earnings rose faster 
than elsewhere, but the proportionate fall in the inflation 
rate was also the largest. In general, where real earnings 
had fallen in 1977 the rate of decline was considerably 
reduced (Denmark, Finland, Sweden) or reversed (United 
Kingdom, Ireland) in 1978. Elsewhere real earnings in 
manufacturing tended to rise but at lower rates than in 
1977. For most of the countries in table 2.2 the rise in 
real (pre-tax) earnings has been relatively small (particu- 
larly in comparison with 1973 and 1974) and in some 


TABLE 2.2 
Average полу earnings in manufacturing 
(Percentage change over corresponding period of previous year) 


A = Change in money terms; 
В = Change in real terms @ 


1977 1978 
Country 1976 1977 1978 01 02 03 04 01 02 03 04 

Austria ° 

А В о м 9.1 8.5 a 10.5 9.4 6.8 8.0 IAT} 5.8 

В. 1.7 2.8 1.2 4.5 3.8 2.0 3.9 —0.9 2.3 
Belgium © 

VN Gn die a eet ть 11.1 9.2 6.9 9.6 8.3 9.6 8.7 8.3 6.9 6.1 6.2 

сое a OF cee 1.7 2.0 2.3 1.8 0.9 2.4 Axo) 2.6 2.3 2.0 23 
Denmark 4 

PNG д. ЕЕ: 12.7 10.1 9.2 9.9 10.3 10.1 11.8 10.0 9.6 

Bre ae ЮЖ 3.4 —0.9 —1.5 —0.1 —0.6 —2.0 —0.8 —0.8 — 
Finland @ 

А с Mey 4. Be 14.8 8.9 9.0 8.6 9.7 8.6 9.3 БЕ) 5.8 

Береты 0.3 —3.3 —2.5 —4.2 —3.2 —3.1 —0.5 —2.8 —0.3 
Germany, Federal Republic of 

о ae ee Sa 6.4 915 Sal 7.6 7.7 es 7.0 Sal 5.0 5.2 5.1 

Bas) Puke Ries. ed 1.8 3.5 2.4 3.5 3.8 3.4 3.2 is) 2-7) 7 2.8 
Ireland 9 

Ak re ee. ie Oe 17.0 15.6 15.2 17.2 16.4 13.7 19.5 

Bete 9. м. 0.2 —2.4 —5.3 —1.4 -—1.8 —1.3 0.5 
Norway" 

с en о eee 16.7 10.7 thi 15.6 10.6 9.1 8.8 9.5 6.4 8.3 6.3 

BeAr сы 7.0 1S —0.4 6.1 i — —0.5 0.6 —1.3 0.5 —1.7 
Sweden 

АЗИИ Те: 17.8 6.7 8.7 8.1 3.8 6.1 8.8 9.5 10.4 9.2 6.0 

В С ва А eo 6.8 —4.2 —1.2 —1.1 —6.3 —6.0 -—3.4 —3.6 —0.5 0.8 —1.4 
Switzerland * 

АИ О И: EE 1.6 2.1 3.0 1.6 1.9 22.5) 21 215 3.0 2.5 aici 

Bieta tt. etek РОС. —0.2 0.9 1.9 0.6 0.5 1.1 0.8 1.4 1.6 1.4 3.1 
United Kingdom J 

AGE Ва OAL et 16.6 10.3 14.6 11.9 10.0 8.6 в 10.7 611.8 els 5G Onn SO 

ВЕНЕ ae Ce. | oie 0.1 —4.7 5.8 —3.9 —6.3 —6.8 —2.0 Bul 7.3 7.5 6.4 
Сапааа 

А < Иль. 13.8 10.8 Wee © 12.0 106 10.7 10.1 8.3 6.8 6.8 7.0 * 

Ва 5.9 2.6 —1.7 4.9 2.8 2.1 0.9 —0.5 —1.9 —2.3 —1.6 
United States 

GN POE PE AE eR Me said ih 8.0 8.3 9.4 7.6 9.4 8.3 8.0 8.8 8.6 8.5 9.1 

Jha ct | Me abs Fea 22 1.7 1.6 1.6 2.4 1.6 1.3 Dal 1.4 0.5 0.1 


Sources : Аз for table 2.1. 


а Change in money terms deflated by corresponding change in total consumer 


price index. 


> Monthly earnings (wage-earners) in total industry. 
с Mining, manufacturing and transport. 


4 Including mining and quarrying. 
¢ Industry. 


7 Quarterly data refer to January, April, July, October. 


* Data refer to workers who have had accidents. 
J Weekly earnings (all employees), Great Britain. 


* Quarterly data refer to March, June, September and December. 


» Males only. From 1 April 1976 
hours were reduced from 45 to 42.5. 


(second quarter) normal weekly working 
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cases, as noted above, real earnings have fallen. The 
possibility that wage-earners may attempt to make up 
for past losses in real income (or, specifically, to restore 
them to their levels of 1973-1974) is a major preoccupation 
of policy makers in several countries and is reflected in 
various attempts to dampen the demands for nominal 
wage increases by offering cuts in direct taxes and social 


margins have tended to improve, albeit moderately, 
mainly as the result of the fall in the prices of material 
input prices and of the moderation in wage increases. 
Official price controls and intense international compe- 
tition in markets for manufactures (reinforced in western 
Europe by exchange rate policies) have allowed little 
scope for improving margins through higher prices. 


security contributions as alternative means of securing 
real income growth (see below). 


Productivity tended to increase somewhat faster in 1978 
than in 1977, although the acceleration was often quite 
small and there are large differences between countries 
and between the manufacturing and the other sectors of 
the economy (table 1.9). Consequently, unit labour costs 


TABLE 2.3 
Unit labour costs * for whole economy 
(Percentage change over previous year) 


in most of the countries in table 2.3 rose less in 1978 than Ра ie Г ом 
in 1977, although the difference in several cases is quite 
small. аа ee 4.1 6.5 6 
From the point of view of inflation, the favourable ieee в: т sal pe: 
movements of nominal earnings and of productivity were а ЕР Se Rey we 156 83 3 
re-inforced by the continued weakness of primary com- France... .. =... 10.0 10.1 10.5 
modity рисез.?° These had, on average, been falling (in Germany, Federal Republic of . 1.6 4.2 3 
dollar terms) since the second quarter of 1977, and Ireland. ........... 15.1 12.6 11 
although the fall was checked and slowly reversed inthe Italy ............. 15.4 19.8 12 
second half of 1978 (particularly for industrial raw Netherlands... ....... 6.2 6.3 5.5 
materials) the lagged effect on final product prices meant Norway ......----- 9.0 8.5 6 
that most of the benefit to consumer prices was concen- Sweden... .-- 2...» ee 13.6 ie 
trated in 1978. For most west European countries the sh ee es wien See ac We 1 
: Е : Е Е О оо ргошоб 10.4 8.5 10 
fall in commodity prices was amplified by the fallinthe сапааа. (lee gr 8.0 75 
United States dollar throughout most of the year. Profit United States ......... 5.4 6.0 8 


Sources : National statistics. 
а Compensation of employees per unit of real GDP or GNP. 


25 For details, see below section 3. > Secretariat estimates rounded to nearest 0.5 percentage point. 


TABLE 2.4 
Annual and quarterly changes in consumer prices, 1976-1978 
(Percentage change over corresponding period of previous year) 


Country 


Ата >a or 60 cg me 7:3 5.5 3.6 6.4 SU 5.4 4.7 3.9 3.6 3.4 3,4 
ПЛО о p eels ota ОЕ 9.2 Te 4.5 stl 7.3 7.0 6.4 5.6 4.5 4.0 3.8 
Denmatkee.. i. oes 9.0 if 10.0 10:9 100 110 124 1271 109 9.6 7.2 
inland gee oS 14.4 12.6 7.6 11:8) 13.4 133 zal 9.9 8.3 6.1 6.1 
rances tie ен. 9.6 9.4 9.3 9.0 9.8 9.9 9.2 9.2 9.0 9.3 9.5 
Germany, Federal Republic of 4.5 3.9 2.6 4.0 3.8 4.0 357 oul Del 2.4 22-9) 
Ireland ее 18.0 13.6 7.6 167 140 13.5 10.8 8.2 6.1 8.2 7.9 
Мао в... 16.8 18.4 12.1 И 3% И Ор ПФ И Шо т 
WNetherlands=ee: о... 8.8 6.4 4.1 7.3 6.6 6.7 5.2 4.6 3:5 4.1 4.1 
INGEWays РР са. 9.1 9.1 8.1 9.0 8.8 9.1 9.4 8.9 7.8 7.8 8.1 
Sweden сие 10.3 11.4 10.0 Onn O: Sen 2-9 12:6 tS OR 0.9 8.3 es 
Switzerland ей 20 .6s0c-5. del, 1.5 1.1 1.0 1.4 1.4 1.3 1.1 1.4 1.0 0.6 
United Kingdom 16.5 15.8 8.3 16.5 17.4 16.5 13.0 9.5 7.6 7.9 8.1 
uropean average 

MR . fs ar NC tae 10.4 9.7 6.8 10.1 9.9 9.9 8.8 7.9 6.8 6.5 6.1 

5, ce ee 7:5 8.0 9.0 6.8 7.6 8.4 9.1 8.8 8.9 9.3 8.7 
а. a 6.5 a РЯ ПТО 1 9.0 


ne 


© From October 1977 new index linked to previous one. 


4 From 1978 data refer to all urban consumers, whereas data through 1977 
are for urban wage-earners and clerical workers. 


Sources : National statistics. 
@ From 1977 new index linked to previous one on the average for 1976. 
> From 1977 new index linked to previous one. 
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CHART 2.1 


A. The average quarterly rate of inflation in 13 west European countries 
and in the United States, 1973-1978 
(Percentage increase over same quarter of previous year) 
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B. The coefficient of variation of inflation rates in 13 west European countries 
(Standard deviation as per cent of mean rate in A) 
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Source : Table 2.4 and previous issues of the Survey. 
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(ii) Consumer prices 


As a result of this general weakening of cost pressures, 
rates of inflation (as measured by consumer prices) 
generally fell quite sharply in 1978, although they remain, 
In most cases, considerably higher than those experienced 
in the first half of the 1960s. The fall in the average rate 
of increase for the thirteen west European countries in 
table 2.4, from just under 10 per cent in 1977 to just 
under 7 per cent in 1978, represents the sharpest deceler- 
ation in the annual rate since the peak years of 1974 and 
1975. The year-on-year average rate of increase of 6 per 
cent in the last quarter of 1978 is the lowest since the 
beginning of 1971 and compares with the peak rate of 
14.3 per cent in the last quarter of 1974. This deceleration 
of inflation is quite general: for six of the thirteen Euro- 
pean countries in table 2.4 (Austria, Belgium, the Federal 
Republic of Germany, the Netherlands, Switzerland and 
the United Kingdom) the individual rates were about 
two-thirds or more below their peak annual rates in 
1974 or 1975; for Ireland and the Netherlands the pro- 
portionate fall is more than half, while in Denmark, 
France,” Italy and Norway it is about one-third. In the 
United States which stands in marked contrast to western 
Europe, the quarterly rate of inflation has been accelerat- 
ing since the end of 1976 and in the last quarter of 1978 
reached its highest rate since the first half of 1975; more- 
over it exceeded, for the first time, the average west 
European rate, and was higher than in all the individual 
European countries except France and Italy. 


However, this general and considerable deceleration 
in rates of inflation in western Europe has not been 


26 The fall in Denmark was somewhat checked in 1977 and 
1978 by large increases in value added taxes and in France by the 
freeing of industrial prices in 1978. Both policies are important 
elements in the anti-inflationary programmes of these two 
countries. 


accompanied by any significant reduction in their inter- 
country variation. Chart 2.1 shows the average quarterly 
rate of consumer price inflation for thirteen west European 
countries between 1973 and 1978 and a summary measure 
(the coefficient of variation) of the differences in individual 
country rates. Although the average has fallen steadily 
since the end of 1974, inter-country differences have, 
proportionately, remained high and virtually unchanged 
since the end of 1975. The arithmetic explanation of this 
is that although those countries with the relatively higher 
rates of inflation in 1975 have reduced them considerably, 
the same is also true of those with relatively low rates. 
In effect the division into two country groups of relatively 
high and low inflation, which has been noted in previous 
issues of this Survey, has remained wide and significant: 


Average rates of inflation in two groups 
of west European countries 


Group 14 Group II ° 
Mean < S.D.4 Mean < S.D.4 
1977 
О 13.1 4.7 5.3 2.8 
ЕЕ 12.9 3.7 5.0 2.4 
Os tee 13.1 3:2 4.9 2.3 
Q4 ns в. 11.8 2.0 4.3 19 
1978 
О. 10.6 _ 2.1 3.7 1.7 
Qa oe Bae 9.0 2.0 3.1 1.2 
ОЗ, 8.6 1.7 3.0 13 
OF LA Cire ane 8.2 1.6 2.8 1.4 


Source : Table 2.4. 
в West European countries in table 2.4 other than those in Group II. 


> Austria, Belgium, the Netherlands, the Federal Republic of Germany and 
Switzerland. 


< Unweighted. 
4 Standard deviation. 


TABLE 2.5 
Annual and quarterly changes in consumer food prices 
(Percentage change over corresponding period of previous year) 


Country 


Austriatee or Sees 2S) 8% 5.9 6.3 
Belgidm’! анод ое 12.8 6.7 
Denniaskiarn Juss. 26% в 10.8 11.6 
Ничавув aed эро сео aes Ges 16.3 18.6 
Brancésses, daougeo! я. Бе 10.6 12.0 
Germany, Federal Republic of Sul, a) 
rela ri seh с UR a а 16.5 16.4 
ТАУ сес асе Ао 17.1 19.3 
Netherlands #7." >>. 73 ss 9.5 5.8 
INOLWay ee fe ene НЫЕ. 10.4 7.9 
Swededtay: Tach; Suna. 6. 12.7 14.6 
Switzerland ........ —1.5 1.4 
United Kingdom ...... 20.0 19.0 
Canada ian eh Ra A al al 8.4 
United States. ....... 3.1 6.3 


1978 
1978 01 02 03 04 
3.4 9.5 3.8 3.0 3.0 
1.5 3.3 1.9 1.1 —0.4 
9.7 11.5 10.6 9.1 7.9 
4.0 11.0 5.0 0.4 0.4 
9.3 11.0 10.0 8.5 8.1 
1.0 1.3 1.0 1.2 0.4 
9.9 9.6 8.2 10.5 11.6 
12.9* 13.5 13.7 12.8 11.9* 
0.3 1.7 0.2 — —0.3 
5.8 9.6 5.6 2.8 4.7 
9.5 16.2 10.9 5.9 5.8 
3.9 2.8 5.4 4.8 2.8 
7.1 6.8 6.6 7.3 7.6 
15.5 14.1 16.5 17.6 13.8 
10.0 8.1 9.6 10.5 11.6 


Re 


Sources : National statistics. 
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TABLE 2.6 
The contribution of food prices to the year-on-year rise in consumer prices 
(Percentages) 


Weight 
in total 


Country index 


Аа a ee ee 29а 29.2 4 33.4 
Belgiime es OT. Se cea 2522.0 23.8 
Denmarkwee*. ели Set. 20.4 21.3 
Finlandis4s И eons 3 24.1 35.6 
Етайсе же ste сих 23.1 с 29.5 
Germany, Federal Republic of 22.0 14.1 
Jreland. eee O38. Bog hae ys 32.4 39.1 
о heer oe are 38.1 40.0 
Netherlands.=7... о. 28.02 25.4 
Norwayter te ee ee 24.1 20.9 
Swedenev can, 25.0 с 82 
Switzerland. Cee ar ee 20.0 31 

United Kingdom ...... 2336 29.7 
Сапабаче и о ме 24.8 26.0 
ЕЕ Зо о а ва в 22.4 21.7 


27.6 26.2 30.8 25.8 25.8 
8.4 14.8 10.6 6.9 —2.6 
19.8 18.5 19.8 19.3 22.4 
12.7 26.8 14.5 1.6 1.6 
23.1 27.6 25.7 21.1 19.7 
8.5 9.2 8.1 11.0 4.0 
42.2 37.9 43.5 41.5 47.6 
40.6* 39.9 43.1 41.0 За 
2.0 10.4 1.6 — — 2.0 
17e3 26.0 17.3 8.7 14.0 
23.8 29.8 25.0 17.8 19.3 
78 51 77 7 93 
19.9 16.7 20.2 2155 21:9 
42.7 Вой 46.0 46.9 39.3 
29.1 27.5 30.3 29.4 28.9 


Sources : National statistics. 

в Including beverages. 

> Including beverages and tobacco. 
с 1978: varying weights. 


а 1977: based on weight in old index September 1966 = 100. Data for 1978 are only rough approximations. 


As can be seen from the standard deviations in relation 
to the means, inter-country differences within the high 
inflation group have fallen, while there has been little 
change (or, at least, no clear tendency) within the low- 
inflation group. Through the last two years the rate of 
inflation has tended to decelerate slightly faster in the 
group of “low” inflation countries, so the proportionate 
difference between the two averages has actually increased. 
The prospects for inflation in 1979, discussed below, do 
not indicate any likelihood that the gap between the two 
country groups will be significantly reduced. Indeed, if 
the rise in oil prices turns out to be greater than expected 
then the divergence between the two groups is likely to 
increase. 


In western Europe a significant contribution to the 
slowing down in consumer price inflation in 1978 was 
made by the marked reduction in the rate of increase in 
food prices. This was largely due to better supplies, 
particularly for grains, although lower prices for tropical 
foodstuffs were also important. Mainly as a result of a 
succession of bad harvests, consumer food prices reached 
an average annual rate of increase in western Europe of 
some 13.5 per cent in 1975; in the first quarter of 1978 
the average rise had fallen to 7.8 per cent, and to just 
under 4.5 per cent in the fourth quarter (table 2.5). Since 
the weight of food in European consumer price indices 
ranges from 20 to 40 per cent (with an unweighted average 
of about 26 per cent), the deceleration of food prices was 
clearly important in slowing down the over-all rate of 
price increase (table 2.6). In North America the trend of 
food prices was the reverse of that in Europe, the rate of 
increase in the fourth quarter in the United States being 
more than double the European rate. In most European 
countries services have tended to make the largest contri- 
butions to the over-all change in consumer prices in 1978. 


This partly reflects the greater degree of shelter from 
import competition that services always enjoy in com- 
parison with manufactures; but an important contribution 
in the last year has tended to come from public service 
charges and other publicly administered prices. These 
increases are partly a consequence of the various measures 
(reduction or elimination of subsidies, closer alignment of 
costs and prices in the State sector, etc.) that many govern- 
ments have adopted in their attempts to reduce public 
expenditure and public sector borrowing requirements. 

The current outlook for consumer price inflation in 
western Europe in 1979 is for little change on the average 
rate for 1978. The favourable impact of lower commodity 
prices (in United States dollars) which occurred in 1978 
is unlikely to be repeated. Food prices may continue to 
fall a little further, but agricultural raw materials and 
metals (particularly non-ferrous) could rise by some 8 to 
12 per cent. This outlook may change during the year if 
output prospects. change and will eventually be affected 
by business expectations for 1980. Present indications 
point to continued restraint in nominal wage increases 
as a result of continuing weak labour markets. However 
the outlook is necessarily uncertain as the new wage 
round is still under way and in several countries wage- 
earners in the public sector are making relatively large 
wage demands.”’ On present output forecasts no signifi- 
cant acceleration in productivity is expected in 1979, so 
that unit labour costs should rise at about the same 
average rate as in 1978 (about 7 per cent) and with 
approximately the same degree of inter-country variances 


37 In the United Kingdom these are well above the government’s 
norm of 5 per cent. In the Netherlands the government has pegged 
the increase in public sector wages to one percentage point below 
the increase in the private sector. 
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(cf. table 2.3). The over-all outlook for consumer prices 
in 1979, as contained in the national forecasts of end- 
1978 and the beginning of 1979, is thus for an average 
rate of increase of just under 7 per cent for the thirteen 
European countries of table 2.4. Some significant deceler- 
ation should occur in Denmark, Norway,?® Sweden and, 
to a lesser extent, in Italy; some acceleration is likely in 
the Federal Republic of Germany, Ireland, Switzerland 
and the United Kingdom; while in the remaining countries 
changes in the rate are likely to be marginal. As already 
mentioned, the national forecasts imply no significant 
reduction in inter-country differences in inflation rates.2° 


(iii) Prices and incomes policies 


Prices and incomes policies are umbrella terms which 
refer to a wide range of government policies designed to 
affect directly the rate of change (and sometimes levels) 
of prices and incomes. Over the past few decades a great 
variety of controls have been used at one time or another: 
they have differed considerably not only among countries 
but also over time in any one country. Indeed, in the 
case of price controls a variety of instruments may be 
in use at any given time to affect different components 
of the relevant price indices. It is not intended to review 
here the varieties of control that have been used or to 
assess their effectiveness. There is considerable scepticism 
concerning the latter, although the multiplicity of controls 
makes any econometric assessment extremely difficult. All 
that is done here is to draw attention to some recent 
changes in such policies. In some cases there appears to 
be little difference in the form of the controls used, but 
changes in the broader policy context suggest that the 
presumptions of such policies have altered. 


One of the most important changes in macro-economic 
policy in recent years has been the greater emphasis placed 
on monetary policy, and in particular on specific targets 
for the growth of the money supply, as one of the principal 
instruments for restoring internal and external balance. 
Fiscal policy has tended to be subordinated to monetary 
policy (mainly through the requirement that public sector 
borrowing requirements be consistent with the target for 
money supply growth) and the exchange rate has become 
a key instrument for holding down the rate of price 
increase and for encouraging wage restraint. Whether or 
not the exchange rate target is consequent on the money 
supply target or vice versa depends on the circumstances 
of individual countries (see section 4 (iii) on monetary 
policies). This shift in macro-economic strategy implies 
that the principal réle of incomes policy is to help reduce 
the effect on output and employment and to increase the 
impact on inflation of a given degree of monetary restric- 
tion which the authorities have judged necessary. This 
view of incomes policy has perhaps been argued most 
explicitly in the United Kingdom throughout 1978, but 
it is implicit in the “Barre” Plan in France (which includes 


28 The Norwegian government introduced a wages and prices 
freeze in September 1978 to run until the end of 1979. 

29 Some of the national forecasts were made before the increase 
in the price of crude oil was announced by OPEC in December 
(an average increase of 10 per cent in 1979). In view of this and 
of the subsequent increases decided in March 1979, the forecast 
average inflation rate might need to be raised slightly above 7 per 
cent. It should also be remembered that most forecasts of inflation 
assume constant exchange rates. 


the maintenance of the present exchange rate among its 
various targets) and also, of course, in those countries 
which are committed to maintaining the stability of their 
exchange rates with a dominant hard-currency trading 
partner. If the rise in nominal wages were significantly to 
exceed the authorities’ target it remains to be seen how 
rigidly the original monetary targets would be applied.*° 
Throughout 1978 the general moderation of nominal 
wage demands has meant that most governments did not 
have to face the possibility of forcing a sharp rise in 
unemployment in order to maintain their monetary 
targets. 


This shift in emphasis or in the presumptions of policy, 
does not necessarily mean that the traditional réle of 
incomes policy has been completely abandoned. Such a 
policy, particularly in the form of a complete freeze on 
wages growth, may be useful in times of crisis in breaking 
self-fulfilling expectations of an inflationary spiral and 
in providing time for the formulation of alternative 
policies. In 1978 a wages, prices and profits freeze was 
introduced in Denmark for six months in order to improve 
a deteriorating balance of payments; and in Norway a 
wage freeze was introduced in September 1978, with 
effect until the end of 1979, and with the intention of 
halving the present rate of inflation. 


The emphasis on monetary policy as the principal 
weapon for restraining inflation has led most governments 
to declare a rate of wage increase which they believe to 
be consistent with their targets for the growth of money 
supply and for reducing inflation. The target itself may 
be described as a “voluntary” incomes policy, or as the 
government’s contribution to “concerted action”, but 
in whatever form it is expressed it is an essential part of 
the authorities’ attempts to ensure that the consequences 
of a given monetary policy are clearly understood. Insofar 
as this is attempting to reduce the costs (in terms of lost 
output and employment) of reducing the rate of inflation 
it can easily be accommodated under the traditional 
umbrella of “incomes policies”. 


However, governments have not simply relied on the 
threat of higher unemployment as a means of getting 
acceptance for pay norms. Most of them have used 
additional measures, partly of course to avoid having to 
make the choice between abandoning their money targets 
and allowing a further rise in unemployment. Some 
governments have explicitly threatened sanctions against 
companies which exceed the official norm: the govern- 
ments of France, the United Kingdom, and the United 
States provided prominent examples in 1978.31 One of the 
main forms of sanction is the threat of withdrawing 
government contracts and the suspension of subsidies. In 
France, where the government is committed to the aban- 
donment of price controls, companies breaking the official 
norm have been threatened with greater competition 


30 In the United Kingdom the latest White Paper on public 
expenditure discusses three “illustrative assumptions” concerning 
the growth of earnings in its projections; in the highest case, an 
annual increase in earnings of 11 per cent, it is only stated that 
“monetary growth is assumed to be less than accommodating to 
the growth of nominal GDP”. See, Chancellor of the Exchequer, 
The Government’s Expenditure Plans, 1979-1980 to 1982-1983, 
HMSO, London, January 1979 (Cmnd 7439), paragraph 33. 

31 However, in the United Kingdom the government was forced, 
by a parliamentary defeat on the question, to abandon discrimi- 
natory sanctions against companies failing to comply with its 
5 per cent wage norm. 
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through the relaxation of import controls.*? Elsewhere the 
other main sanction lies in the use of price controls: 
these may be used to freeze the prices of individual 
companies, to delay the rate of pass-through to final 
prices, or to allow only a specified proportion of the rise 
in costs to be passed on in higher prices. 


Another method that has been increasingly employed 
by governments seeking to restrain wage increases is to 
offer direct tax and social security reductions as a means 
of raising real incomes. The rationale of this is, briefly, 
that wage-earners seek to maintain a given level (or rate 
of increase) of real income and it recognises that under 
progressive tax systems the attainment of such targets 
generally requires increases in nominal incomes which 
are larger than the current or expected rise in рисез.33 
In fact this policy was more or less abandoned in the 
United Kingdom in 1978, and in Norway, which had 
provided the most explicit example of this in 1976 and 
1977, including a government commitment to securing a 
target rate of increase in real income, the policy collapsed 
under a high rate of wage drift in 1977 and early 1978. 
However the Administration in the United States has 
presented a “real wage insurance plan” to Congress: this 
would give tax rebates, to those workers whose wage 
increases did not exceed the official guideline, if the rate 
of inflation exceeds 7 per cent. Elsewhere similar induce- 
ments have been less specific, partly because fiscal policy 
is already constrained by monetary targets and it is 
difficult for governments to commit themselves to specific 
rates of real wage increase. Nevertheless there is a wide- 
spread tendency to stress the impact of tax and other 
policies on real income and it is in this context that a 
more general move toward the social-contract approach 


32 The use of commercial policy has also been reported in the 
United States, where, in November 1978, the steel industry com- 
plied with the Administration’s price guidelines in return for a 
government commitment to raise the trigger price on steel imports 
in the first quarter of 1979. 


88 For a fuller discussion see Economic Survey of Europe in 
1976, ECE, United Nations, New York, 1977, Part I, pp. 48.30. 


to restraining nominal wage increases may be detected. 


There has been a general relaxation of price controls 
throughout western Europe since mid-1977, although 
temporary freezes were imposed in Norway and Denmark 
in 1978. One reason for such relaxation derives from the 
shift in the pattern of macro-economic policies mentioned 
above: one of the principal means of price control has 
been the use of subsidies and of direct control on the 
prices of State enterprises and other administered prices. 
Within the context of reducing public sector borrowing 
requirements (and the longer-term growth of public 
expenditure), the reduction of subsidies for the purposes 
of price restraint and the closer alignment of prices with 
costs in the public sector have been prominent. The most 
striking change of policy in this regard has occurred in 
France: after decades of various forms of control, indus- 
trial prices were progressively freed between June and 
August 1978; service and other non-industrial prices, as 
well as distributive margins, are to be progressively freed 
in 1979, though subject to some degree of supervision 
according to the level of competition in each branch or 
sector. The underlying concern of this policy is that 
industry should operate efficiently and profitably, and that 
there should be an optimal allocation of national 
resources. Similar attitudes can be found behind the 
relaxation of price controls elsewhere, where their effect 
on corporate finances is frequently believed to have been 
damaging. As the main attack on inflation has shifted to 
monetary policy, the rdle of prices policy is increasingly 
emphasized as being to strengthen competition and reveal 
inefficiencies in production and management. The princi- 
pal reason for the widespread relaxation of price controls 
has been the increasing awareness of the allocative and 
other inefficiencies to which they tend to give rise if 
applied too rigidly for too long. Moreover, the changing 
emphasis in macro-economic policies noted above has 
reduced somewhat their previous justification as an 
essential quid pro quo for an incomes policy. This does 
not imply that they will be abandoned; the indications 
are, instead, that prices policy will increasingly be seen 
as an integral part of competition policy. 


3. FOREIGN TRADE 


_ In the first three quarters of 1978 western Europe’s 
import volume appears to have been about 4 per cent 
higher than in the corresponding period of 1977. Some 
acceleration may have occurred in the final quarter, with 
the pick up in economic activity and the probable increase 
of oil imports-in anticipation of the price rise, but the 
import growth rate for the year seems likely to be below 
5 per cent, making 1978 the second successive year of 
relatively slow growth. To a considerable extent this 
reflected the subdued level of domestic demand in the 
region, but import growth was also low in relation to GDP 
growth (just under 3 per cent), due partly to de-stocking 
in several of the smaller economies. In addition, western 
Europe’s industrial production is estimated to have 
increased by only 2 per cent last year, which is likely to 
have had a depressive impact on imports. 

Western Europe’s weak import demand has been a 
major factor in the slow expansion of world trade during 
the past two years. In the developing countries, and 
especially in North America, demand grew at appreciably 
higher rates, resulting in a faster expansion of western 
Europe’s exports than of its imports. Consequently, the 
region’s real trade balance strengthened in 1977 and, 
though to a smaller extent, in 1978, contributing to the 
major improvement in the trade and current balances, as 
well as providing support for output growth. 

The volume of western Europe’s exports in the first 
nine months of 1978 was some 5 per cent higher than a 
year earlier. As shown in the second part of this section, 
the rates of change for exports, and particularly imports, 
differed very widely among west European countries. 
Several of the smaller countries recorded low or negative 
rates of change for imports in 1978, in some cases for the 
second year running. At present the prospects are for a 
continued relatively slow growth of international trade 
in 1979, but for some significant changes in the pattern of 
this growth. 

In current dollar terms, world trade increased by 12 per 
cent between the first halves of 1977 and 1978. But this 
expansion was distributed particularly unevenly, the 
developed market economies recording an export increase 
of 17 per cent and the developing market economies an 
increase of only 1.5 per cent. This virtual stagnation in the 
dollar value of developing countries’ exports was the 
outcome of a volume growth of only some 2 per cent 
together with a marginal decline in the export unit value 
index. 

In the first ten months of 1978, the industrial coun- 
tries’** exports increased by 19 per cent over the corre- 
sponding period of 1977, while imports rose by just under 
15 per cent. The combined crude trade balance of the 
industrial countries improved by almost $20 billion in 
this period, the counterpart of this being a substantial 
reduction in the surplus of the oil-exporting countries 
and a big rise in the deficit of the non-oil developing 


34 Western Europe, North America, Japan, Australia, New 
Zealand and South Africa. 
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countries. However, an exceptionally large part of this 
major shift in the pattern of international trade balances 
was the consequence of relative price movements which, 
in turn, reflected the weakness of commodity prices, 
including oil, and the sharp depreciation of the dollar. 
Western Europe benefited from both developments witha 
significant terms of trade gain in 1978. 


As the dollar price of ой remained virtually stable from 
the middle of 1977 until towards the end of 1978, the 
depreciation of the dollar had a major impact on the real 
cost of western Europe’s oil imports: as shown below, a 
substantial part of the improvement in the region’s over- 
all trade position has been attributable to the reduced 
deficit with the oil-exporting countries. In the twelve 
months ending 30 June 1978, the dollar value of western 
Europe’s aggregate imports of fuel were only 2 per cent 
higher than in the previous twelve months. 


Recently the situation has changed considerably. In 
December 1978, OPEC decided to raise the price of its 
benchmark crude oil by 5 per cent on 1 January 1979, 
and by three further steps during the year: 3.8 per cent 
on | April, 2.9 per cent on 1 July and by 2.69 per cent on 
1 October. This would make a total rise of 14.5 per cent 
and would be equivalent to a year-on-year increase of 
about 10 per cent in 1979, which would add around 
$5 billion to the cost of western Europe’s net imports of 
fuel this year. 


Towards the end of 1978, however, the surplus of oil 
on international markets had begun to disappear as 
importing countries increased stock levels ahead of the 
expected price rise and as a result of the interruptions to 
exports from Iran, and spot prices were already rising 
before the OPEC price increase. A prolonged stoppage of 
Iranian exports and a comparatively low level of exports 
when production is eventually resumed would produce a 
significant change in the international oil market, pro- 
viding producers with the possibility of raising prices 
substantially. The level of oil prices over the coming year 
remains highly uncertain but the dollar cost of western 
Europe’s oil imports in 1979 is likely to rise at the very 
least by the 10 per cent increase announced last December 
by OPEC. Each percentage point increase adds about 
$$ billion to the net cost of the region’s oil imports, though 
not necessarily to the trade deficit as there is likely to be 
some offsetting increase in exports to OPEC. 


The large exchange rate movements over the past year 
and a half resulted in big differences in non-oil commodity 
price indices according to the currency in which the index 
is expressed, as shown by the text table overleaf. 


All indices, however, show a decline in over-all com- 
modity prices from the peak in the second quarter of 1977. 
For most non-dollar indices the fall was considerable: 
for instance, The Economist sterling commodity price 
index was 22 per cent lower in February 1978 than in 
April 1977, and the IMF index of primary commodity 
prices, in terms of SDRs, declined by 24 per cent between 
March 1977 and March 1978. 
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Index of world export prices of primary commodities 
and non-ferrous metals 


(1970 = 100) 
nT em 
U.S. Pounds Purchasers’ 
dollars sterling currencies 
1977 
OI а = МИ с 314 440 286 
ОХ sas) RO G99 450 289 
CSR FEE CARR toes ВАУ, eS 2 432 278 
В а 2.4 312 412 269 
1978 
ОМ SVS Ee: eT a R817 394 262 
Оле Bal ce: ee) Soe Bb h3ly 417 261 
Beast ку recurs 320 398 249 
O4 И ies eer 332 402 249 
Percentage change from year earlier 
1978 
О о Peay 1s у 5 1 —10 > 
ОТ ИР. —1 —7 —10 
О. 3 CS St 3 —8 —10 
QT КЕ 6 = —7 


Source : Index published in Trade and Industry, London, 19 January 1979, and 
based on UN indices, except for fourth quarter 1978, which is a projection by 
the United Kingdom Department of Industry. 


Some increase in most commodity prices indices 
occurred during 1978, though the underlying upward 
trend was fairly modest. In December 1978, The Economist 
sterling index was 10 per cent higher, and the dollar 
index 12 per cent higher than at the beginning of the year, 
implying little if any increase in terms of several west 
European currencies. The generally depressed level of 
commodity prices last year reflected the relatively low 
level of demand in the industrialized countries and the 
improved supply situation for most major foodstuffs.*° 
Prices of certain commodities have nevertheless remained 
volatile, with some large movements in response to 
changes, or expected changes, in supply situations.*® 


35 World wheat production is estimated to have reached a 
record 436 million tons, substantially above earlier forecasts. 
International Wheat Council, see Financial Times, 19 January 1979. 


36 This has applied in particular to certain non-ferrous metals. 
Market prices of copper, lead and zinc fell very steeply during 
the year following the peaks in March 1977, reflecting weak 
demand and over-supply. Since then, prices have been on a 
rising trend: by early February 1979, The Economist sterling index 
of metal prices was 47 per cent higher than a year earlier, while 
the corresponding dollar index was up by 52 per cent. For copper, 
this has been due to a number of supply setbacks together with 
relatively strong demand. Surplus stocks, which have been the 
main influence depressing prices, have fallen considerably. Stocks 
held in the London Metal Exchange warehouses had risen from 
a low of 11 thousand tons in April 1974 to 645 thousand tons in 
January 1978, but by January 1979 had fallen to 331 thousand 
tons, the lowest level since July 1975. In early February 1979, 
the London Metal Exchange price went above £1,000 a ton for 
the first time since June 1974, though the price subsequently 
declined. London Metal Exchange stocks of lead have also declined 
sharply over the past year: from 69 thousand tons in February 
1978 to under 15 thousand tons in January 1979. Over the same 
period the spot price rose from £275 a ton to an all-time peak of 
over £500 a ton, with most of the rise coming during the past 
few months. The major cause for the pressure on the market has 
been buying from the Soviet Union and Japan, but other influ- 
ences such as the recent cold weather in Europe and the conse- 
quent increased demand for batteries have contributed to the 
present tight market conditions. Both copper and lead have 
apparently again attracted considerable speculative activity. 


In the absence of a strong recovery in demand in the 
industrialized countries, a major and sustained upturn 
in metal prices seems improbable. But a significant 
increase in prices will eventually be necessary to enable 
the necessary investment to be undertaken. The Inter- 
national Monetary Fund has recently shown that the 
price of metals remains very low in real terms: deflated 
by the UN price index of manufactured exports, the 
index of metal prices was lower in 1978 than in any of the 
previous seven years, and 32 per cent below the average 
in 1968-1970.37 

For 1978 as a whole, the over-all level of non-oil 
commodity prices appears to have been slightly higher 
in dollar terms than in 1977, and hence lower in terms 
of most west European currencies. In contrast to develop- 
ments in 1977, the movements of the broad commodity 
groups were fairly similar in 1978, despite some diver- 
gences in trends during the year. 


The Economist commodity price index: percentage changes 
between 1977 and 1978 


Sterling Dollar 

Index Index 

Allitens а. —4.6 +5.1 

Pood re Pees ek een aren ee —5.5 +4.0 
Industrial: 

TN lanai oid etka» kis! vchatsamaeetemtmtrc от Sane —3.5 +6.3 

Fibres**: 4. See tee See eee —6.0 +3.5 

Metals iF (oe ARES 8 AGT ez —5.3 +4.5 


Source : The Economist, 20 January 1979. 


While commodity prices were depressed, prices of 
internationally traded manufactures in dollar terms 
accelerated. In the first three quarters of 1978 the UN 
unit value index was some 13 per cent higher than in the 
corresponding period of 1977, compared with a 9 per 
cent rise in 1977 and an increase of under 1 per cent in 
1976. To a considerable extent this simply reflected the 
depreciation of the dollar in relation to the currencies of 
most other major exporters of manufactures: in terms of 
their own currencies there does not appear to have been 
much increase in most west European countries’ manu- 
factured export рисез.38 The result was a substantial 
increase in world prices of manufactured goods relative 
to primary commodities. Between the first nine months 
of 1977 and 1978 the terms of trade of the developed 
market economies are estimated to have improved by 
2.5 per cent, while those of the developing economies 
deteriorated by about 7 per cent, to the lowest level since 
the second quarter of 1975.39 


; 37 IMF Survey, 8 January 1979. Similarly deflated, the price 
index of food is also relatively low, but the price of beverages 
remains substantially above its long-term trend, while real prices 
of agricultural raw materials are now close to the 1968-1970 
average. 


м The indices for the Federal Republic of Germany and for 
Switzerland declined between the first halves of 1977 and 1978. 


°° UN, Monthly Bulletin of Statistics, January 1979. As shown 
below, however, changes in the terms of trade varied very consi- 
derably among the developed countries, due to differences in the 
сое composition of their trade and to exchange rate 
changes. 
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TABLE 3.1 
Indices of relative costs and prices vis-a-vis other industrial countries 
(1975 = 100) 


es се ао НЗ СЗЗ НОАК ВЕ ИИ 


Relative normalized unit labour costs, 
second quarter of : 


Country 1976 1977 


Аа aks She 101.3 107.9 
iBelsium y Ayn 4 oor 101.9 
Denmark .. . 97.8 94.9 
о Su cee 102.9 96.5 
Germany, Federal 

Верос ор 5 = | 100.2 106.7 
Те Fost ors 83.6 80.8 
INetherlands']. > “>. 98.7 102.1 
INOrWway ог. Re 101.8 108.7 
Sweden о: <i. 105.5 101.5 
НИ с en =) ee 104.3 94.8 
United Kingdom. .... 92.8 86.8 
Неа ое Е 106.3 106.0 
Сапача нь 108.7 101.3 
ара ве creas, № 100.8 109.2 


Relative export unit values, 
second quarter of : 


1978 1977 


105.7 93:5 97.5 98.4 
98.6 101.3 102.8 102.9 
92.5 101.5 100.5 98.8 
97.3 100.3 952 97.8 

110.4 99.6 100.4 99.9 
75:3 90.3 96.8 93.6 
98.4 99.0 100.6 95.1 
96.1 92.5 96.3 85.5 
89.8 103.8 103.3 92.3 

105.9 108.6 98.8 109.8 
9255 95.9 102.8 106.0 
997 105.6 102.7 98.7 
89.8 107.4 101.5 94.2 

126.6 96.2 977 111.2 


Source : IMF, International Financial Statistics, Washington, January 1979. 


These shifts in the terms of trade have tended to be in 
the same direction as changes in real trade balances, 
resulting in some exceptionally large movements in trade 
and current balances over the past year. This was most 
apparent for western Europe, which benefited from more 
favourable terms of trade as well as a stronger real trade 
balance, and for the developing countries as a group, 
where foreign trade prices and volume were both 
unfavourable, as they were for the United States in 1977. 
Japan, by contrast, had an enormous improvement in 
its terms of trade—by some 18 per cent between the first 
nine months of 1977 and 1978—partly offset by an 
appreciable deterioration in its real trade balance in 1978. 


In 1978, the dominant changes in the pattern of inter- 
national balances were the sharp declines, by some 
$20 billion, in the trade and current surpluses of the oil- 
exporting countries (to a level little higher than in 1973 
for the current surplus), the significant increases in the 
deficits of the non-oil developing countries, and the 
greatly improved balance of the western industrialized 
countries. The trade and current balances of the OECD 
countries were estimated to have improved between 1977 
and 1978 by some $27 billion, putting both accounts 
roughly in balance.*° Although only incomplete data are 
at present available for the fourth quarter, it appears that 
western Europe probably accounted for some three- 
quarters, and Japan for about one-quarter of the over- 
all improvement in the OECD trade balance. 

In the first three quarters of 1978, western Europe’s 
crude trade deficit was $12.8 billion lower than in the 
corresponding period of 1977, continuing the trend 
started around the middle of 1977. 


40 OECD, Economic Outlook, Paris, December 1978, table 33. 


41 The United States and Canada moved further into deficit 
but this was offset by a reduced deficit for the south European 


countries as a group. 


Western Europe’s crude trade balance by quarters 


($ billion) 
Ql Q2 Q3 04 
1976. —5.5 —5.9 — 6.1 —7.5 
1977 —8.1 —5.9 —3.1 —0.3 
1978 —3.7 0.9 —1.5 


Source : IMF, Direction of Trade, Washington. 


The reduction in the deficit in the first three quarters 
of 1978 was attributable in large part to three country 
groupings: North America (with which western Europe’s 
balance improved by $2.1 billion), non-oil developing 
countries (+$4.7 billion) and oil-exporting countries 
(+ $6.9 billion). Smaller improvements were recorded with 
eastern Europe, the group Australia, New Zealand and 
South Africa and with China, while some deterioration 
took place with the Soviet Union and Japan. (See 
table 3.2.) 

The decline in western Europe’s trade deficit with 
North America resulted from a particularly fast expansion 
of exports, up 28 per cent in dollar terms. Exports to the 
non-oil developing countries grew almost as much (24 per 
cent) and at a faster rate than exports to the oil-exporting 
countries (18 per cent), in sharp contrast to developments 
in recent years. At the same time, the dollar value of 
western Europe’s imports from the non-oil developing 
countries rose by only 7 per cent, while those from the 
oil-exporting countries actually declined by 5 per cent. 
The UN unit value index, in terms of dollars, of develop- 
ing countries’ exports shows no change between the first 
three quarters of 1977 and 1978, implying an increase of 
around 7 per cent in the volume of imports from the non- 
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TABLE 3.2 
Western Europe’s trade by area of origin and destination, January-September 1978 


a a a i a rr pal ee te ee le ee 


Percentage change in dollar value Change in trade 


he é Imports Exports from January-September 1977 : pcre ee т 7027 

и ($ billion) (sition) Imports Exports Tres pitied $ hillion) 
WAN IONS 4 Go op o » BE 237.2 235.8 19 19 — —1 
Southern’Europess в 10.9 16.0 20 2 — 
Rest of the world: 

North America i: 32.9 27.6 13 28 —5.3 2.1 

Су ШИ 5 бопо бо 7.9 6.7 11 4 —1.2 —0.5 

Eastern Europe “eee de 9.3 10 14 2.0 0.5 

ара as eee te ane. и. 9.7 4.2 15 36 —5.5 —0.1 

Australia, New Zealand and 

SouthyAtricaseeae ss eee 6.9 6.8 10 17 —0.1 0.4 

Ching i. Jens. м. aS. 1.0 1:5 19 102 0.5 0.6 

Non-oil developing countries 333 35.2 7 24 1.9 4.7 

Oil exporting countries 9 F 36.3 31.4 —5 18 —4.9 6.9 
World (including unspecified) . . 386.0 331.7 14 19 —4.3 12.8 


Sources : 


IMF, Direction of Trade; Washington, December 1978; OECD, Statistics of Foreign Trade, Series A, Paris, December 1978. 


@ Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 
> Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates, Venezuela. 


oil developing countries. The dollar price of oil was also 
broadly stable in this period so that western Europe’s 
imports of oil probably fell by around 5 per cent in the 
first three quarters of 1978: as pointed out above, however, 
they may well have risen in the fourth quarter, ahead of 
the price rise. 

For 1978 as a whole, western Europe’s trade deficit 
with the oil exporting countries could amount to $6-7 bil- 
lion, less than one-fifth of the 1974 deficit, and about the 
same level in current dollars as in 1970, representing a 
considerable decline in real terms. This major shift 
resulted from the expansion of western Europe’s exports 
from $4.5 billion in 1970 to almost $40 billion in 1977. 
Deflated by the UN unit value export index for western 
Europe, this implies a five-fold volume growth, whereas 
the corresponding growth for the region’s total exports 
was only 55 per cent. 


Western Europe’s trade with oil-exporting countries 7 
($ billion) 


Crude 

Imports Exports balance 

1970. 10.2 4.5 —5.7 
1971 . 12.9 5:3 —7.6 
1972 . 14.3 6.6 —7.7 
1973 20.3 9:2 —11.1 
1974 49.2 15.3 —33.9 
1975. 44.6 26.0 —18.6 
1976. 50.4 30.2 —20.2 
и > есле сес 52.3 38.5 —13.8 
January-September 1977 . . 38.3 26.5 —11.8 
January-September 1978 . . 36.3 31.4 —4.9 


eR 


Sources : UN, Commodity Trade Statistics, Series О; IMF, Direction of Trade, 
Washington, December 1978; OECD, Statistics of Foreign Trade, Series A, 
Paris, December 1978. 


в For coverage, see foot-note to table 3.2. 


It is not yet possible to identify the commodity pattern 
of the improvement in western Europe’s trade position 
in 1978. But figures for changes between the twelve 
months ending in June 1977 and the subsequent twelve 
months (the period during which the maximum improve- 
ment took place) are as follows: 


Western Europe’s crude trade balance by main 
commodity groups 


($ billion) 


Year ending Year ending 


30 June 1977 30 June 1978 Change 
Food (0+ 1)“.... —18.6 —17.6 +1.0 
Raw materials (2 + 4) . —20.7 —19.9 +0.8 
Bucli(3) ae eee : — 56.0 —55.3 +0.7 
Machinery (7) 43.8 532 9.4 
Other manufactures 
(5+6+8449). 26.5 33.3 +6.8 
TOTAL —25.0 —6.2 +18.7 


NN 


Source : As for table 3.2. 
а SITC numbers. 


Thus the improvement, in terms of current dollars, 
was due overwhelmingly to manufactures, and especially 
to machinery. But this commodity pattern was heavily 
influenced by the price movements outlined above: price 
indices suggest tha perhaps one-third of the bigger 
surplus on manufactures might be attributable to higher 
prices. The dollar value of imports of raw materials rose 
by a mere 0.4 per cent, indicating some decline in volume. 

Given the instability generated by developments in 


Iran, the development of western Europe’s trade and 
current balances over the coming year is more than 
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usually uncertain. The expected pick-up in demand in 
western Europe, however, combined with the probable 
slowdown in some of its principal export markets, should 
result in some deterioration in the region’s real trade 
balance. For western Europe as a whole, import growth 
might accelerate from around 5 per cent in 1978 to, poss- 
ibly, 7 per cent in 1979. Among the major export markets, 
demand in the United States seems fairly certain to slow 
down, possibly quite sharply, and some deceleration is 
likely in the non-oil developing countries, following the 
large rise in their combined current deficit in 1978 and the 
impact of higher oil prices on their 1979 deficit. The 
OPEC market will be affected by two opposing develop- 
ments: on the one hand the probable curtailment of Iran’s 
imports (which account for 1.6 per cent of western 
Europe’s total exports) and, on the other, the likely 
acceleration of import growth in other oil exporting 
countries in the wake of the price rise. Exports to eastern 
Europe and the Soviet Union might expand by around 
4-5 per cent, but exports to Japan, and expecially to 
China, may increase relatively rapidly, as in 1978. 


However, the principal factor affecting the pattern of 
international trade and current balances this year could 
well be the development of relative prices. Some recovery 
from the depressed level of prices of industrial materials 
is likely, and may already have begun for metals. The 
year-on-year increase for agricultural and industrial raw 
materials, in terms of dollars, might be 8-12 per cent. 
(See section 2 above.) But the major change would seem 
likely to be for oil, following OPEC’s decision to raise 
prices in 1979 and the tightening supply situation. A 
significant increase in oil prices would in all probability 
lead to the re-emergence of a substantial current account 
surplus for OPEC and a considerable deterioration for 
western Europe. At present it is quite impossible to predict 
the likely size of the price rise—which, in contrast to the 
past few years, may be determined more by market forces 
than by political decisions—and thus the magnitude of 
consequent trade imbalances. 


The second major area of uncertainty concerns the 
development of the United States economy, since not 
only will it have a major impact on world demand, but it 
could have an even more significant effect on the world 
economy through its influence on the pattern of exchange 
rates. The inter-related factors that would seem likely 
to be of most importance during the coming months are: 
the development of domestic demand and of the current 
account, the rate of inflation and monetary policy. The 
expected slowdown of domestic demand should lead to a 
shift in relative demand pressures which, together with 
the improved price competitiveness resulting from the 
1978 currency depreciation, should bring about a signi- 
ficant reduction in the United States current account. As 
yet, however, there are few signs of the forecast deceler- 
ation in the United States economy, while the recently 
announced oil price rises for 1979 and the reported 
cancellation of large export orders by Iran will have an 
adverse impact on the United States trade account. In 
addition, inflation has recently accelerated somewhat, due 
in part to the effect on domestic prices of the currency 
depreciation, while monetary policy remains an area of 
uncertainty. 


West European countries’ trade and current balances 


The major improvement in western Europe’s over-all 
trade balance in the twelve months to mid-1978 when the 
region’s aggregate trade deficit was reduced by $18.7 bil- 
lion compared with the previous twelve months—was 
attributable to the four larger economies and the four 
Scandinavian countries. Between them these eight coun- 
tries recorded a favourable swing of $21.8 billion, while 
the trade balances of the other five countries deteriorated 
by a total of $2.9 billion. Apart from the bigger surplus 
for the Federal Republic of Germany and the higher 
deficits for Austria and Ireland, these changes represented 
movements towards more balanced trade and current 
account positions for west European countries. 


TABLE 3.3 
Total trade of west European countries, January-September 1978 


_ ии _Ц_ццы__“______——___———————ЫЫ———8—8—8—8—86—8&8686&®&®&Ё&Ъ&ЁЙ&ЪъЪЪщЩЦцкц5цк——ц——————д__д_д_д_д_д_дддд 


Imports Exports 
i b 


cif. -0.Б. 
Country ($ million) ($ million) 


Change in trade 
balance from 
January-September 1977 

($ million) 


Percentage change in dollar value 
from January-September 1977 
SS Trade balance 
($ million) 


Imports Exports 


ee 


Аа а eee 11 431 8 657 
Belgium-Luxembourg .... . 33 435 31 376 
ИЕ Зоне одела, 10 565 8 486 
Ка и. 5 583 5 949 
Frances о Pegs Ok Me 58 873 57 142 
Germany, Federal Republic of? . 87 187 101 152 
Ireland рик etre С : 5 201 4073 
у И Wes Sarees eat fe 37 487 37 174 
IWetherlandsis cast a ts) ss 38 982 36 401 
NORWAY ee ох км 8 353 7 421 
О а ck 14 194 15 164 
Switzerland’ :°s 7 2. 17 206 16 792 
WUnitedsKingdom ..... о. 57 560 51954 
Total western Europe ..... 386 057 381 741 


13 22 —2 774 276 
14 14 —2 059 —155 
7 16 —2 079 435 

1 4 366 443 
13 21 —1 731 3 105 
18 19 13 965 2 813 
32 31 —1 128 —294 
9 15 3 1888 
13 14 —2 581 —113 
== 1172 19 sy 2 346 
—5 10 970 2 130 
33 36 —414 172 
21 23 —5 606 —285 
14 19 —4 316 12 761 


рп 6бФ<3З3Э»<Ф LEaaa 


Sources : IMF, Direction of Trade, Washington, December 1978; OECD, Statistics of Foreign Trade, Series A, Paris, December 1978. 


а Excluding trade with the German Democratic Republic. 
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TABLE 3.4 


Changes in crude trade balances by commodity groups between years 
ending 30 June 1977 and 30 June 1978 


($ million) 


ee a ee et ges ee ce Ве рр ИН орга беамния ОЕ Е 


Food and beverages Raw materials 

Country (0 + J) 24+4 
Аа ee Ng Rtas Se cae te esas —45 —37 
Belgium-Luxembourg .... . —44 38 
Denmark ее" 670 27 
Капа и © —53 130 
Frances Sige ees Ga Е 729 —25 
Germany, Federal Republic of —1 027 —137 
пеапаз о подана нал 399 48 
ау а и чей —206 652 
ЕВ о о бо во а 296 136 
Моуаущьи" да 14 40 
Эт и. © 87 —124 
Switzerlandi= 08; а —181 —81 
United Кредо в. Е. 438 149 
Total western Europe ..... 1077 816 


Commodity group % 


Fuels Machinery Other manufactures 
(3) (7) (5 +6+8+9) Total 
—120 —448 —175 —827 
—404 —130 —273 —813 
—54 —305 268 605 
—33 559 623 19227 
—571 3 599 328 4 055 
—865 3 692 1 478 3 138 
— 62 —315 —128 —62 
232 1 278 3 342 5 282 
455 —1 007 — 781 —901 
116 992 —243 918 
240 670 891 1772 
—209 —109 347 —231 
1965 894 1 130 4 578 
690 9 370 6 807 18 741 


Sources : UN, Commodity Trade Statistics, Series D; OECD, Statistics of Foreign Trade, Series A, Paris, November 1978. 


а SITC numbers in brackets. 


The same country patterns applied to the changes in 
the rest of 1978, except that the external balances of 
Austria and Switzerland, and possibly also Belgium, 
improved in the second half of the year. On the basis of 
provisional and incomplete data, it appears that between 
1977 and 1978 all the west European countries except 
Ireland and the Netherlands improved their trade 
balances. Apart from these two countries, and Belgium 
and the United Kingdom, the current account positions 
of all countries also strengthened, in several cases very 
considerably (see table 3.5). 


However, the factors behind these widespread improve- 
ments in external balances differed significantly. In par- 
ticular, favourable developments in real trade balances 
played a major role in reducing the trade deficits of 
Austria, Italy and the Scandinavian countries, whereas 
terms of trade gains were responsible for the improved 
trade balances of France, the Federal Republic of Ger- 
many, the United Kingdom and Switzerland. The three 
latter countries, in fact, probably experienced some 
deterioration in their real trade balances between 1977 
and 1978. The following paragraphs outline the principal 
changes in each country’s external balance during the 
past year. It should be noted that the data for 1978 are 
frequently provisional and partly estimated. 


Of the six countries with major improvements in their 
trade balances, import volume appears to have declined 
substantially (by around 10 per cent) for Sweden and 
Norway, by about 5 per cent for Finland, and shown 
little change for Austria, Denmark and Italy. Export 
volumes seem likely to have increased by between 5 and 
12 per cent for all of these countries, while the terms of 
trade deteriorated for Finland and Sweden, remained 
stable for Austria and improved somewhat for Denmark 
and Italy. Thus the stagnation or contraction of imports 
appears to have been the principal factor behind the 


reduction in these countries’ trade deficits (increased 
surplus in the case of Italy). This, in turn, reflected 
domestic demand which, as shown in section 1 of this 
chapter, was either very weak or actually fell in 1978, 
largely as a consequence of tight policy stances introduced 
in order to reduce external imbalances.*? An additional 
factor for the Scandinavian countries was almost certainly 
the devaluations carried out in 1977 and 1978, resulting 
in marked strengthening of their respective competitive 
positions. 


The volume of imports into Sweden fell sharply in 
1978, for the second year in succession. In the first half 
of 1978 the level was 22 per cent lower than in 1975, the 
decline affecting all the main commodity groups except 
chemicals. Particularly big falls are reported to have 
occurred in imports of durables (down 30 per cent be- 
tween the fourth quarters of 1976 and 1977) and inter- 
mediate goods for industry, the latter presumably being 
associated with de-stocking. Exports recovered in 1978, 
after three years of low volume: in 1977, they were 11 per 
cent below the 1974 level. The devaluations in April and 
August 1977 led to a significant gain in price competitive 
ness: IMF figures show the index of Sweden’s relative 
export unit value falling from 107.6 in the first quarter 
of 1977 to 92.3 in the second quarter of 1978, the biggest 
gain among the countries shown.42 Most sectors seem 
to have benefited and Sweden has regained market shares 
over the past year. 


In 1978, the large contraction of imports together with 
rapidly growing exports led to an exceptionally big 


42 For Austria, Norway, Finland and Sweden, the external sector 
provided the major support to economic activity in 1978. 


forges International Financial Statistics, Washington, January 
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favourable swing in the trade balance.*4 Although the 
terms of trade worsened sharply again, in the wake of the 
currency devaluations, this only partially offset the 
volume gains and in the first three quarters of 1978 
Sweden recorded a trade surplus of 5 billion Swedish 
kronor, compared with a deficit of SKr 5.2 billion in 
the corresponding period of 1977. Almost two-thirds 
of this swing was attributable to trade with western 
Europe. But the deficit on services, which has been growing 
in recent years, widened further in 1978 because of reduced 
shipping earnings and higher interest payments and tourist 
expenditure, resulting in a somewhat smaller reduction 
in the current than in the trade deficit. 


For Finland, import volume fell between 1975 and 1977 
by 12 per cent while export volume increased by 29 per 
cent. These trends continued during the first nine months 
of 1978, when imports declined by 4 per cent and exports 
rose by 6 per cent over the same period of 1977. This 
marked contraction of imports occurred while GDP 
remained more or less stable so that Finland’s import 
dependence has been reduced in recent years, a striking 
contrast with the almost universal trend in the industrial- 
ized countries during the post-war period. An especially 
big fall has taken place in imports of investment goods, 
down a further 17 per cent between the first three quarters 
of 1977 and 1978 after declining 30 per cent between 1975 
and 1977. Imports of consumer goods, down 7 per cent 
between 1975 and 1977, fell by a further 9 per cent in 
the first nine months of 1978. Finland’s exports, like those 
of Sweden, have benefited from the devaluations (in 
April 1977 and February 1978), resulting in significant 
gains in market shares during the past two years. 

Following the devaluation, and some weakness in 
prices of forest products, Finland experienced a de- 


44 The change in the foreign balance is estimated to have been 
equivalent to 3.5 per cent of GDP. 


terioration in its terms of trade by some 3-4 per cent 
between the first halves of 1977 and 1978. But, again like 
Sweden, this only offset a part of the volume gains and 
preliminary estimates show a substantial increase in the 
trade surplus in 1978. As this was probably greater than 
the deficit on invisibles, the current account is likely to 
have been in surplus last year, for the first time since 
1968. In 1975, the current deficit had been equivalent to 
8.2 per cent of GDP. 


Norway was the third Scandinavian country to record 
a fall in the volume of imports in 1978. In the first nine 
months of the year the decline (excluding ships) amounted 
to 11 per cent, manufactured imports being 12 per cent 
lower. However, in contrast to Sweden and Finland, 
Norwegian imports, together with GDP, had risen quite 
sharply in the two previous years. But although Norway 
adjusted its economic policy later than the other two 
countries, the change appears to have been more abrupt, 
and an enormous reduction in the trade deficit was 
achieved in 1978, the change in the foreign balance being 
estimated to be equivalent to 10.5 per cent of СОР. 4 


In terms of dollars, imports fell by 12 per cent between 
the first nine months of 1977 and 1978, while exports rose 
by 19 per cent, leading to a decline of $2.3 billion in the 
crude trade deficit. $1.7 billion of this was in trade with 
western Europe, from which Norway’s imports fell by 
$647 million, or 10 per cent, and to which its exports rose 
by $1,045 million, or 23 per cent. 

A substantial part of the improved over-all trade pos- 
ition was due to increased exports of oil and natural gas 
(the volume of which rose by about two-thirds in 1978) 
and to a reduction in imports of ships. Financial balances 
indicate that the oil sector contributed 48 per cent of the 
total improvement in the current account, the shipping 


45 OECD, Economic Survey of Norway, Paris, December 1978, 
table 2. 


TABLE 3.5 
Current account and changes (over end of preceding year) in official monetary reserves of west European countries 
($ million) 


eT 


Position of official monetary reserves 
Country end 1 


Арона о а. 4 410 
Belgium-Luxembourg?. ... . 5 206 
Denmarkei cad.) и 915 
Binlandios tet sale dies PF ccs! Wee 496 
Расе О ее в 9 728 
Germany, Federal Republic of 34 801 
Jreland!?, Sos PO a ts 1 837 
ТУ he eee, ПА, 6 654 
Netherlands ......... 7 387 
Могла fur пон aise: 2 229 
Е О sth So eis eas 2 491 
Switzerland р оо ооо 12 993 
United Kingdom ....... 4 230 

Western Europe. ..... 93 377 


Current account 


1977 1978 


Change in reserves Current account Change in reserves 


—2 972 —166 —1 529 1 763 
—374 555 —1114* 147 
—1 682 756 —1 306 1548 
—160 74 559 696 
—3 328 466 4 114 3 735 
4 320 4936 8 821 14 138 
—209 535 —368 317 
2397 4975 6 287 3 197 
489 678 —1 430 — 480 
—4 981 —29 —2 143 678 
—2 779 1177 —863 730 
3 783 837 5 145 7731 
594 16 827 496 —3 990 
—4902 31 621 16 669 30 210 


i 
Sources : IMF, International Financial Statistics, Washington, February and July 1979; national sources and secretariat estimates. 
в The current account data include, while official monetary reserves exclude, Luxembourg. 
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sector 14 per cent and “mainland Norway” 38 per cent. *® 
In 1977, Norway’s current deficit was equivalent to 14 per 
cent of GDP, much the largest figure for any industrial- 
ized country in recent years. Despite the extremely big 
cut achieved last year, the deficit remains relatively large, 
at around 5-6 per cent of GDP. 


The volume of Denmark’s imports has remained more 
or less stable over the past two years, reflecting the vir- 
tually unchanged level of domestic demand and the 
good 1977 harvest, which reduced the need for imported 
feed grains. Imports of machinery were up by 11 per cent 
in the first three quarters of 1978 (over the corresponding 
period of 1977), while consumer goods were 4 per cent 
down and transport equipment 5 per cent lower. The 
latter category has been a particularly volatile element in 
Denmark’s imports in recent years. 


Exports grew only moderately in 1978, although 
agricultural goods increased by more than 15 per cent in 
volume in the first nine months of the year. In addition 
to the slight strengthening of the real trade balance, the 
terms of trade improved by some 4-5 per cent between the 
first nine months of 1977 and 1978: this seems to have 
been due to relatively strong prices for agricultural 
exports. The bigger export surplus of agricultural goods 
was probably the main factor behind the reduction in 
Denmark’s trade deficit in 1978 (see table 3.4): in the 
twelve months to end-June 1978, it increased by 43 per 
cent to $2.2 billion with a 23 per cent rise in the dollar 
value of exports. The dollar value of the deficit on manu- 
factures was virtually unchanged in this period. 

The current deficit is likely to have been cut in 1978 by 
roughly the same amount as the trade deficit. But in 
spite of the improvement in Denmark’s external position 
over the past two years, the current account is still in 
substantial deficit (equivalent to about 2.5 per cent of 
GDP). Following many years of imbalance and growing 
debt servicing costs, the government’s aim is now steadily 
to reduce the deficit, an objective that is likely to impose 
a severe constraint on economic policies for the foreseeable 
future. 

After two years of relatively rapid growth, Austria’s 
import volume probably fell somewhat in 1978, reflecting 
declining domestic demand and, in particular, the higher 
taxes on cars which led to a sharp drop in imports. 
Manufactured exports appear to have risen quite fast 
and to have gained market shares, although indicators 
of price competitiveness do not point to any real improve- 
ment over the past two years (see table 3.1). 

Austria’s trade deficit is estimated to have been 
52 billion schillings in 1978, compared with S 72 billion 
the year before, implying a considerable improvement in 
the fourth quarter, the first three quarters showing only a 
fairly modest reduction (see table 3.3). Net receipts from 
tourism are reported to have risen steeply, and the current 
deficit is expected to be about S 6 billion, some 
S 23 billion less than in 1977. 


The volume of Jtaly’s imports in the first half of 1978 
was some 5 per cent lower than a year earlier, with 
declines in raw materials, consumption goods and, 
especially, in investment goods. But imports appear to 
have picked up in the second half, though the rate of 
increase for the year as a whole is likely to be fairly low. 


46 Jbid., table 12. 


Exports grew roughly in line with world trade, and the 
substantial increase in the real foreign balance, together 
with an appreciable terms of trade gain (export prices 
rose relatively fast), resulted in a very large favourable 
swing in the trade balance. The greater part of this 
improvement occurred between the middle of 1977 and 
middle of 1978 (the period when imports were most 
depressed): in that twelve-month period, trade (imports 
c.if., exports f.o.b.) was in balance, compared with a 
deficit of $5.3 billion in the previous twelve months. The 
surplus on manufactures grew by $4.6 billion, with a 
15 per cent increase in the dollar value of machinery 
exports and a 17 per cent rise for other manufactures. The 
deficit on raw materials fell by $652 million as a result of 
a 7 per cent decline in imports, indicating substantial 
de-stocking. Little if any further improvement is likely 
to have taken place during the second half of 1978 as 
imports recovered. In the first eleven months of the year 
trade is reported to have shown a small surplus, a highly 
unusual situation for Italy.47 Earnings from tourism 
apparently rose sharply and the surplus on invisibles may 
have risen somewhat. In any case, the current account was 
in substantial surplus, well in excess of that recorded in 
1977. 


In marked contrast to the above six countries, terms of 
trade gains would seem to explain the entire improve- 
ments in 1978 in the trade balances of France, the Federal 
Republic cf Germany, Switzerland, and the United 
Kingdom. The volume of French imports and exports 
both rose by some 6 per cent between 1977 and 1978, 
leaving the real foreign trade balance unchanged. Hence 
the swing from a trade deficit of 13.9 billion French francs 
in 1977 to a surplus of F 2.54 billion in 1978 was attri- 
butable to favourable price developments. 


For the Federal Republic of Germany, import volume 
increased in 1978 by 8.1 per cent, an appreciably faster 
rate than for export volume (5.1 per cent). But the 
improvement in the terms of trade—by about 3 per cent 
in the first three quarters of the year—more than offset 
the decrease in the real trade balance and the trade surplus 
rose slightly: from 38.4 billion marks in 1977 to DM 
40.7 billion in 1978. The deficit on invisibles, however, 
declined and the current account surplus is provisionally 
estimated to have risen from DM 8.6 billion in 1977 to 
DM 16.2 billion in 1978. 


In volume terms, imports of manufactures continued 
growing at a somewhat faster rate than exports, a trend 
that started in 1976.48 In the first three quarters of 1978, 
imports of machinery and transport equipment were 
10 per cent above the level of a year before, while exports 
were unchanged, although the trade surplus for this 
commodity group remains spectacular ($37 billion in 
1977). The volume growth of exports of chemicals and 
of semi-manufactures, however, exceeded that of imports 
in this period. Despite the marked appreciation of the 
mark against the dollar, the Federal Republic of Ger- 
many’s exports to the United States increased by 47 per 
cent, in terms of dollars, between the first nine months of 
1977 and 1978, implying that such exports are highly price 


47 It is not yet clear whether the recent slow growth of imports 
has been due simply to cyclical factors or whether it reflects a 
more fundamental change in the elasticity of imports with respect 
to output growth. See on this point the OECD, Economic Survey, 
Italy, Paris, December 1978. 


48 See Economic Bulletin for Europe, volume 30, No. 1, chart 1. 


inelastic, at least in the short term. The trade surplus with 
the United States increased by $1 billion in this period. 


The terms of trade gains for the Federal Republic of 
Germany tefiected the depressed level of commodity 
prices together with the strength of the mark on exchange 
rate markets in 1978. As a consequence of these influences, 
import average values in terms of marks fell by 4 per cent 
between the first three quarters of 1977 and 1978, raw 
materials declining by 11 per cent and fuels by as much as 
18 per cent, while manufactures were more or less stable. 
The over-all export average value index fell by 1 per cent, 
with all the principal commodity groups except machinery 
showing declines. In dollar terms, the export unit value 
index moved fairly closely in line with the index for 
industrial countries, at least until the third quarter of 
last year. 


In Switzerland, by contrast, both import and export 
dollar price indices rose much more rapidly than for 
industrial countries as a group. 


Percentage increases between third quarters of 1977 and 1978 


Import unit 


Export unit 
value $ index 


value $ index 
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Source : IMF, International Financial Statistics, Washington, January 1979. 


But because of the appreciation of its currency vis-a-vis 
the United States dollar, Switzerland’s import and 
export price indices in terms of Swiss francs actually fell 
in this period, by 10 per cent and 3 per cent respectively. 
The price index for raw materials was down by 12 per 
cent between the first three quarters of 1977 and 1978, 
for consumer goods by 7 per cent and for investment 
goods by 8 per cent.*® These price indices suggest that, 
as for the Federal Republic of Germany, the currency 
appreciation has resulted in considerable pressures on 
prices in the export sector but, unlike the Federal Repub- 
lic of Germany, has also led to significantly higher prices 
for Swiss exports in terms of foreign currencies and hence, 
presumably, to some loss of price competitiveness. This 
may already have had some impact on trade, imports 
rising in volume by about 10 per cent in 1978 even though 
GNP only increased by about 1 per cent, while exports 
were some 5 per cent higher.°° However, the large terms 
of trade gain—some 7 per cent between the first three 
quarters of 1977 and 1978—more than offset the decrease 
in the real trade balance and the trade deficit was reduced 
to SwF 520 million in 1978 from SwF 868 million in 1977. 
The surplus on invisibles again rose very sharply, due in 
large part to higher investment income, and the current 
surplus may have been in the region of 10 per cent of 
GDP in 1978. 


49 The average value of imported crude oil fell by 24 per cent 
between 1977 and 1978. The decline in the twelve months to 
September 1978 was as much as 37 per cent, though it has since 
risen sharply. 

50 One area where Swiss exports have done exceptionally well 
is in the OPEC market, their share having risen steeply since 
1975, a trend that appears to have continued in 1978. 


United Kingdom import volume rose by 8.5 per cent 
and export volume by 5 per cent in 1978. Imports of 
fuels were 2 per cent down, while food and basic materials 
showed little changes: exports of these groups increased 
by 27 per cent, 21 per cent and 11 per cent respectively. 
The decrease in the real trade balance was therefore 
attributable entirely to manufactures, exports rising by 
only 2.5 per cent while imports of chemicals increased 
by 24 per cent, semi-manufactures by 11.5 per cent and 
finished manufactures by 15 per cent. But the terms of 
trade improved by 4.5 per cent (export prices rising 
relatively fast), resulting in a cut in the trade deficit from 
£1.7 billion in 1977 to £1.1 billion in 1978. However, the 
surplus on invisibles decreased considerably, due largely 
to higher government transfers to the EEC and lower 
net receipts from tourism. Consequently the United 
Kingdom’s small current surplus in 1977 was reduced 
somewhat in 1978. 


For the remaining three countries (Ireland, Belgium 
and the Netherlands) trade and price changes in 1978 
appear to have been fairly balanced, resulting in com- 
paratively modest changes in their trade accounts. For 
Ireland, exports in volume terms grew by about 13 per 
cent in the first ten months of the year, agricultural 
exports being especially buoyant, while import growth 
was marginally higher (about 14 per cent), with a particu- 
larly big rise for consumer goods. Thus in 1978 Ireland 
appears to have had the fastest growth of foreign trade, 
as well as of GDP, in western Europe. The terms of trade 
changed very little (import prices increased relatively fast, 
presumably due to the comparatively high share of 
manufactures). The trade deficit is estimated to have risen 
to 755 million Irish pounds last year, from £607 million 
in 1977. But the surplus on invisibles increased markedly, 
mainly as a result of improved earnings from tourism and 
higher net EEC transfers, and the current deficit only 
increased slightly, to £159 million compared with £120 
million in 1977.51 


The volume of the Netherlands’ imports in the first 
three quarters of 1978 was about 4 per cent above the 
level of a year before , while exports were up by some 2 per 
cent. Exports of natural gas were down 10 per cent in 
the first half of 1978 as a consequence of the policy of 
conserving more for domestic use. Belgium’s imports of 
raw materials and capital goods declined in this period, 
reflecting low investment activity and some de-stocking, 
while exports showed little growth. Terms of trade were 
unchanged for both countries in the first three quarters 
of 1978, during which period their crude trade deficits 
increased slightly. Belgium’s trade balance, however, may 
have improved in the final months of the year. 


The Netherlands’ surplus on invisibles appears to have 
fallen considerably last year, and the current account is 
likely to have been in deficit for the first time in seven 
years. Belgium’s current deficit increased in the first ten 
months of 1978 to 43 billion Belgian francs, from FB 15 
billion in 1977, implying some reduction in the surplus on 
invisibles. Nevertheless the current deficits for both coun- 
tries were small in relation to their respective GDPs. 

As shown in the previous section, the present prospects 
are for some deterioration in western Europe’s aggregate 
trade and current balances this year, though the extent 
of this deterioration may depend largely on price develop- 


51 Central Bank of Ireland, Quarterly Bulletin, Winter 1978. 
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ments, especially for oil. All west European countries 
except Ireland, the Netherlands, Switzerland and the 
United Kingdom expect imports of goods and services 
to rise at faster rates in 1979 than in 1978, with markedly 
higher rates for several of the smaller economies. Exports 
are forecast to rise at much the same rates as in 1978, 


apart from Norway (a very sharp deceleration). Hence 
real trade balances are likely to decline this year in most 
countries. Combined with some deterioration in the 
terms of trade, which would seem probable for the region 
as a whole, trade and current balances are generally 
likely to weaken in western Europe in 1979. 


4. PROSPECTS AND POLICIES 


The general outlook obtained from national forecasts 
and macro-economic data indicates an acceleration of 
growth in western Europe and a retardation in the United 
States. This pattern is broadly confirmed by the short- 
term economic indicators discussed below in section 4.1. 


In western Europe the outlook of entrepreneurs was, 
on average, more optimistic in 1978 than in the preceding 
year. Their evaluation of the order book and inventory 
situation should generate increased confidence in 1979 
and a consequent stepping up of production plans and 
eventually affect investment decisions. Households on 
average also seem to have become more optimistic but 
there are considerable differences between various west 
European countries. In the United States, indications of 
consumer confidence and buying plans deteriorated during 
the second half of 1978. Likewise the assessment of future 
business conditions according to entrepreneurs (conducted 
by the Conference Board) hit a low in November. Never- 
theless there is no general evidence of excessive stock 
building, whilst capacity utilization has increased and new 
orders for industrial supplies and equipment are running 
ahead of a year earlier. 


The depressed views reflected by the consumer and 
business surveys in the United States and the still only 
slowly improving moods in western Europe may to a 
large extent be explained by increased concern about 
price developments. In the United States, the official 
forecasts of the rate of price increase in 1979 have been 
successively revised upwards. According to the surveys 
in western Europe, both households’ and entrepreneurs’ 
expectations about inflation have become more pessi- 
mistic and widespread. This is likely to have a moderating 
effect on spending plans. In several countries inflation 
rates have actually tended to come down recently. There 
are reasons to believe, however, that this tendency will 
not last and that it might even be reversed. In some coun- 
tries a prolonged period of repressed real income for 
households has increased the pressures for potential wage 
explosions. Recent changes in terms of trade have favoured 
industrialized countries but might now move in the 
opposite direction. Furthermore the dispersion of rates 
of inflation between countries persists and even tends to 
widen. Countries with a relatively high inflation rate are 
thus concerned about their competitiveness and external 
balance. Such concerns foreshadow restrictive policy 
actions—this is one reason why expectations about 
inflation affect the economic outlook of households and 
enterprises. *? 

The efforts to dampen inflation have tended to be direct- 
ed towards braking inflationary expectations as these are 
perceived as one of the main factors in the inflationary 


52 The recent events in Iran and the consequent effects on oil 
prices and international trade are not captured by the confidence 
surveys used here. These events however, give added weight to 
the arguments concerning the probability and risks of resurgent 
inflationary expectations. 
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process. For economic policy it therefore appears crucial 
not to let these expectations surge forward again. Aversion 
against inflation actually seems to have increased as 
recent developments have shown. The costs imposed upon 
society appear to be higher in terms of uncertainties, 
inefficiencies and inequities than previously realized. This 
is why inflation continues to be the prime target of 
economic policy in most countries. 

Meanwhile, as discussed in section 4(ii), the perception 
of the inflationary process and the consequent assignment 
of policy instruments seem to have shifted gradually. One 
main aspect concerns the validity of discussing and treat- 
ing inflation in terms of variations in a “resource gap”. 
Experience has shown that even large increases in or 
persistent high levels of unemployment have not been a 
cure for inflation. There has, in fact, been a prolonged 
period of inflation and high unemployment. Unemploy- 
ment itself has been recognized as a very complex phe- 
nomenon, the use of which as a proxy for the strength 
of effective demand has become increasingly more 
ambiguous. The institutional complexity of unemploy- 
ment as well as of inflation calls for specific measures 
directed independently to the two problem areas. There 
is thus a diminishing faith in general demand management 
as a method of steering an economy along the “narrow 
path” between rising inflation and rising unemployment. 


Thus increased emphasis has been given to so-called 
tax-oriented incomes policies (TIP) through which down- 
ward pressures in the form of incentives and penalties 
are brought to bear directly on the setting of wages and 
prices. On the cther hand, increasing emphasis has also 
been given to the movement of budget balances. But its 
analytical application has shifted from budget balances 
being used as an indication of fiscal impulses in the 
context of gap calculations to its implication for monetary 
policies as a generator of cash flows. Monetary policies 
have mainly been used in order to bring down inflation 
rates by gradually reducing monetary targets. Over-all 
fiscal policy has therefore tended to be slanted towards 
“budget discipline” subordinated to the fulfilment of 
monetary guidelines. 

Several countries have in recent years introduced 
guidelines for the management of changes in the money 
stock. These guidelines are usually related to a desired 
change in nominal national income. As discussed in 
section 4(iii) of this chapter, it has, however, become 
rather difficult for countries to adhere to such guidelines. 
The monetary targets set for domestic purposes have 
become incompatible with external developments. Strong 
currency countries like the Federal Republic of Germany 
and Switzerland have thus viewed a continuous apprecia- 
tion of their currencies as a threat to their competitive- 
ness. The purchase of foreign currencies in order to 
stabilize exchange rates has, on the other hand, led to an 
over-shooting of the monetary targets. Conversely in the 
United States the chosen monetary targets have been 
associated with rates of interest—in particular real rates 
of interest—that have induced capital outflows. As the 
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CHART 4.1 
Expectations of production 
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Source : EEC, Graphs and Notes оп the Economic Situation in the Community, Brussels, various issues. 


CHART 4.2 
Total order books and stocks of finished goods 
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Note: The curve represents the difference between the two curves in chart 


currency continued to weaken, corrective actions were 
taken, including adaptations of monetary policy. 


Smaller countries like Belgium and the Netherlands 
have, as members of a currency area, responded to capital 
flows in either direction by shifting interest rate differ- 
entials in order to keep exchange rates stable. In such 
cases monetary policy cannot be meaningfully subjected 
to short-term monetary guidelines. There are also coun- 
tries which have not declared monetary targets. For 
example, in Finland and Sweden, monetary developments 
have been subordinated to a generally expansionary 
fiscal policy with the awareness, however, that a financial 
overhang will have to be subjected to control in the future 
when resources are more fully utilized. 


The experiences indicated above have tended to shift 
the interest in monetary policy from being used for “fine- 
tuning” to becoming part of a medium-term strategy. 
It is recognized that deviations from a monetary target 
can be justified because of various factors operating in 
the short run and also because of ambiguity surrounding 
the target concept in periods of pronounced under- 
utilization of resources. In the medium term, adherence to 
a monetary target may help to avoid the build-up of liquid 
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4.2. For further explanation, see text. 


resources that otherwise might be mobilized when 
resources were fully utilized. Such a strategy can also 
exert a certain discipline over public expenditures in 
order to reduce public sector involvement which, in 
several countries at present is judged as excessive. 


The relationships between primary targets of employ- 
ment, prices and exchange rates, and the intermediary 
target represented by a monetary guideline are, however, 
rather imprecise. Problems of co-ordination, consistency 
and hierarchy therefore easily arise between monetary 
policy and other economic policies, particularly fiscal 
policies. The co-ordination and consistency problem is 
even larger in an international context. Strong countries 
can set their own targets to which weaker countries may 
have to adjust. It is not quite clear what effects such modes 
of policy making may have on, for example, demand 
management, exchange rate patterns, and the size and 
distribution of international liquidity. 


(i) Short-term prospects 


In 1977 and 1978 the economic development in western 
Europe was characterized by a steady sub-capacity growth 
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of total production. Industrial production has stayed 
rather flat over the two years. The increase in consumer 
prices generally slowed down somewhat in 1978 but the 
rate remained historically high. This combination of 
steady but relatively slow growth and stabilized but 
relatively high rates of inflation is indicated also for the 
immediate future by the available information on short- 
term economic prospects. 

Chart 4.1 shows the expectations for production, 
aggregated and weighted for six members of the Euro- 
pean Economic Community.*? The curve has not changed 
much over the past two years—it was a little below zero 
in 1977 and a little above zero in 1978. This is rather 
unusual behaviour for the series which, since its inception 
(in 1963), has shown marked cyclical swings. The expec- 
tations of entrepreneurs thus seem to have become rather 
stable, although slightly more optimistic in 1978 than in 
1977. 

The curve in chart 4.1 was also flat towards the end of 
1978. On this evidence, an acceleration of industrial 
activity in 1979 seems unlikely. The sluggishness of enter- 
prise expectations for future production is, however, 
somewhat surprising since the inventory as well as the 
order stock situations improved gradually during 1978, 
in contrast with a deterioration in 1977. These differences 
are reflected in chart 4.1 to the extent that the level of the 
curve is somewhat higher in 1978 than in 1977. But the 
improvement during 1978 in the above-mentioned factors 
has not yet affected expectations. 


Entrepreneurs’ evaluations of the adequacy of order 
books and inventory levels in the EEC countries are 
illustrated in chart 4.2.54“ The order stock curve rises 
gradually over 1978, but a large majority of enterprises 
still view their order stocks as too small. The curve for 
inventory evaluation converges almost symmetrically 
towards the order stock curve. Inventories now seem to 
be close to normal. 


The inventory and order stock positions towards the 
end of 1978 approximate the levels reached at the culmi- 
nation of the previous “mini-boom” around the middle 
of 1976. This is clearly brought out in chart 4.3 which 
represents the difference between the curves in chart 4.2 
(an increasing gap between the inventory and the order 
curves is reflected in an increasing negative number and 
vice versa). The changes in this series can be said to 
indicate roughly changes in demand pressures related to 
the demand as well as the supply positions of enterprises 
(i.e. order books and inventories respectively). 


It was noted in last year’s Survey that the turnaround 
in the curve, visible at the end of 1977, might indicate an 


53 The countries are: the Federal Republic of Germany, France, 
Italy, the Netherlands, Denmark and (from 1976) the United 
Kingdom. For each month a figure is plotted for the weighted 
difference between enterprises expecting an increase in production 
over those expecting a decline in production. The more positive 
(negative) a figure is, the more predominant is the optimistic 
(pessimistic) view taken. (EEC, Graphs and Notes on the Economic 
Situation in the Community, Brussels, monthly issues.) 


54 A negative number for the order stocks series indicates that 
a majority of enterprises (weighted by their size) consider the orders 
at hand to be too small. A positive number for the inventory series 
indicates that a majority of enterprises consider their stocks of 
finished goods to be too large. Thus, e.g., a coincidence of a nega- 
tive and a falling order stock curve and a positive and rising 
inventory curve indicates that current demand for goods is 
increasingly insufficient in relation to current industrial output. 


upward movement during 1978. Such a development 
actually took place. It is noticeable however, that this 
recovery was relatively slow, unlike the steep climbs that 
preceded the peaks in 1969, 1973 and, particularly, in 
1976. The 1976 peak was, however, reached from a 
record low point on the curve. The present upward 
movement has started from a level not much below the 
troughs in 1967 and 1971, but there is still a long way to 
go before the tight demand situations of 1969 and 1975 
are even approached. The recent development should, 
nevertheless, favourably affect expectations of sales and 
decisions about production. If the present development 
proceeds further, enterprises would be increasingly moti- 
vated to increase investment in fixed capital. 


Entrepreneurs’ decisions about future production and 
investment are bound to be influenced also by their price 
expectations. These are shown in chart 4.4.°° In 1975 
there was, compared with 1974, a spectacular decrease 
in the share of enterprises expecting future price increases 
—at that time inflation was thought to be under control. 
Price expectations during most of 1975 were actually 
below those for 1971 and 1972. In 1978, on the other hand, 
there was no such abatement of inflationary expectations 
as in 1975. Since the middle of 1978 expectations have 
actually intensified compared with the corresponding 
months of the previous year. 


The expectations represented in chart 4.4 concern sales 
prices. Rising expectations would by themselves be taken 
to affect production positively because of the favourable 
effects on profits. Expectations regarding sales prices 
may, however, be representative also of the enterprises’ 
view of the inflationary situation in general. Therefore on 
balance an intensification of inflationary expectations is 
likely to affect adversely the economic outlook held by 
entrepreneurs because of increased uncertainty about cost 
and exchange rates, increased probability of restrictive 
policies, and so on. 


Broadly speaking, the development in individual coun- 
tries conforms to the pattern described above: order 
books are improving, inventories are coming down to 
more normal levels and price expectations are being 
shifted upwards. Expectations about future production 
are more varied. It is noticeable, however, that over the 
years 1977-1978 expectations in various EEC countries 
have tended to converge. In the United Kingdom and 
in Ireland they have come down, although from initially 
relatively high levels. In Italy and Belgium they have 
moved up, although from relatively low levels. In France 
and the Netherlands the movements have been more 
indecisive—around the zero level. 


In last year’s Survey, considerable attention was given 
to the probability that the industrial situation would 
improve in 1978 in the Federal Republic of Germany as 
the “business climate” indicator (Geschdftsklima) pointed 
upwards towards the end of 1977. In particular, the 
corresponding index for the building industry indicated 
a strong performance in this important sector. Since then 
industrial production has improved gradually and the 
indicator for the business climate points towards further 
improvement. There is, however, also a significant 


55° Points on the curve represent the difference between per- 
centage shares of enterprises expecting increases and declines in 
Prices respectively. The Netherlands is not represented in this 
series. 
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intensification of inflationary expectations. In the building 
industry, on the other hand, the expansion might have 
peaked. The “business climate” indicator has started to 
fall (although from a high level) and the order stock 
situation deteriorated in the second half of 1978. Thus 
НР seems to take over the leading role from building 
in : 


‚ In Sweden, the survey information for industry points 
in the same direction as for the EEC countries described 
above, i.e. the order stock and the inventory situations 
have improved gradually during 1978. The flow of orders 
has increased, particularly. for exports. Prices are generally 
expected to increase, particularly in export markets. 


Survey data on plans and expectations are available 
also for households. This information is of interest for 
judging the prospects for private consumption. Besides 
such factors as household income, taxation and credit 
availability, private consumption will also depend on 
psychological factors which presumably are reflected in 
the consumer surveys. An aggregated index of consumer 
confidence is given in chart 4.5 (Мау 1974 = 100).5* At 
the end of 1977 and the beginning of 1978 there were 
significant improvements in this index, particularly for 
France, Ireland and the United Kingdom, in which coun- 
tries the increase of private consumption also rose consider- 
ably. During 1978 the over-all index stabilized around a 
level which had not been reached since the peak of the 
boom in 1972-1973. During the year the index fell for 
Ireland, the Netherlands and the United Kingdom, while 
it moved upwards for Denmark, the Federal Republic of 
Germany and Italy and remained fairly stable in the 
remaining countries. These differences generally reflect 
differences in expectations about unemployment and 
inflation. Thus, in Denmark, the Federal Republic of 
Germany and Italy, households in 1978 became pro- 
gressively more optimistic about the unemployment situ- 
ation in the following 12 months, which is a reversal of 
the outlook prevailing during 1977. The outlook, in this 
respect, however, has become progressively gloomier in 
Ireland, the Netherlands, the United Kingdom and in 
France. 

As in the case of enterprises, the inflationary outlook 
of households worsened in a majority of the countries 
discussed here, particularly towards the end of the year. 
The United Kingdom is an interesting case in that while 
inflation was actually abating during the year, expecta- 
tions about future development steadily worsened. (This 
is a contradiction of the hypothesis that expected price 
developments are determined by past movements.) In 
Denmark and the Federal Republic of Germany, on the 
other hand, the trend of inflation has been abating both 
as perceived and as expected by households. Information 
from the consumer surveys on the financial position of 
households shows improving conditions in the Federal 
Republic of Germany and Italy but a deterioration in the 
Netherlands, France, Ireland and the United Kingdom. 

The various indicators contained in the consumer 
surveys are unusually consistent in the sense that in 
countries where households have become progressively 
more confident, the optimism also concerns the develop- 
ment of prices, unemployment and the financial situation. 
The main examples of this are the Federal Republic of 
Germany and Italy. On the other side, households in the 


56 Information memos giving the Results of Economic Surveys 
among European Consumers, EEC, Brussels, various issues. 


United Kingdom, the Netherlands and Ireland have 
become less optimistic. On an aggregated level these 
movements, as mentioned before, add up to a stabilization 


at a relatively high level of consumers’ confidence 
(chart 4.5). 


Altogether the survey information on enterprises and 
households in the majority of countries in western Europe 
Suggests steady unimpaired economic improvement in 
1979. It does not indicate any downturn or deceleration 
in the course of the year. The continuation of this “steady” 
State depends to a large extent on the development of 
price expectations. 


In the United States the performance of the short- 
term indicators generally points towards a deterioration 
of the confidence of the private sector. Thus the Con- 
ference Board’s index to consumer buying plans after 
declining erratically during 1978 suffered a large decline 
towards the end of the year. The index of consumer 
sentiment produced by the University of Michigan 
Research Centre, fell to a level lower than the trough 
recorded in 1970. The survey of business confidence 
conducted by the Conference Board likewise hit a low, 
although the index edged up a little in December. The 
buying plans index, however, dropped significantly. On 
the other hand the index of leading indicators published 
by the Commerce Department and mainly reflecting the 
current over-all performance of the economy, was higher 
at the end of 1978 than one year earlier, although it fell 
slightly in November and December. The apparent 
incongruity between the actual situation and expectations 
may, as also indicated above for a number of west 
European countries, be attributable to inflationary expec- 
tations. The determined policy stance taken by the 
Government against inflation will presumably mean a 
continuation and even a further tightening of the present 
restrictive monetary policy. Already the anticipation of 
these policies is bound to have a dampening effect on the 
confidence and spending plans of the private sector. The 
financial position of this sector has, furthermore, been 
deteriorating lately. The mortgage and instalment debt 
of households in relation to disposable income has risen 
in recent years from below 19 per cent to 21 per cent in 
the third quarter of 1978. The liquidity position of enter- 
prises (the ratio of liquid assets to current liabilities) 
reached a low in 1974 of around 25 per cent, increased 
during 1976-1977 to above 30 per cent, but in 1978 fell 
below 25 per cent. Households and enterprises in the 
United States have thus become increasingly vulnerable 
to reduced credit availability and increases in the real 
borrowing rate of interest. 


(ii) Inflation and unemployment 


For about a decade there has been a growing realization 
in the industrialized countries that the social costs of 
inflation have been increasing. Sacrifices in terms of 
foregone growth have therefore been made in order to 
bring down the rate of price increases. Originally this 
issue was discussed mainly in terms of a trade-off between, 
on the one hand, unemployment or excess demand and, 
on the other, the rate of increase of money wages or prices. 
The discussion has since been extended to include the 
costs of both inflation and unemployment as measured 
in terms not only of immediate economic effects but also 
of damage to the fabric of society. Evidence of such 
damage has accumulated over the years. 
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CHART 4.4 
Price expectations, 1973-1978 
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CHART 4.5 
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Many of the costs of inflation are related to the dis- 
ruptive effects on the use and allocation of resources and 
on the distribution of income and wealth. These effects 
tend to become worse the higher the rate of inflation, 
since the variability of prices tends to become greater as 
do the uncertainties related to an inflationary develop- 
ment. Inflation is costly even if it is foreseen. Although 
inflation rates have tended to come down in recent years, 
numerous policy statements in various countries have 
proclaimed inflation to be still the major problem facing 
governments. Surveys of households and enterprises also 
show an over-riding aversion to inflation: even if foreseen, 
the large majority of people cannot protect themselves 
or hedge against inflation. There is also a bulk of long- 
term contracts that in real terms will turn out otherwise 
than intended. Although decision and transaction lags are 
gradually shortened they cannot be completely com- 
pressed. These lag-shortenings are also costly, for example, 
in terms of the effort devoted to more frequent financial 
settlements, to business negotiations and renegotiations. 
Transactors become more and more uncertain as inflation 
tends to reduce the value of present and previously 
gathered information. This development compounds the 
difficulties of selecting and evaluating relevant information 
from ever-increasing flows of computerized data.*’ 


Inflation enhances the chances of profits and the risks 
of losses. Economic management will be increasingly 
directed towards attaining the specific inflationary benefits 
and avoiding the costs, instead of concentrating on pro- 
ductive activities. To the extent that expectations are 
considered to be uncertain, contracting parties will 
incorporate risk premia. Such pricing will tend to lower 
the volume of transactions.** 


The shortening of time horizons during inflation affects 
decisions on production and consumption. Inflationary 
expectations tend to bias production in favour of durables 
as opposed to non-durables, as the former are seen to 
cost less today than in the future when they will still be 
in use. 


Inflation has also been shown to hamper real capital 
formation. Short-term investments with rapid pay-off are 
favoured over long-term projects. Present tax systems 
tend to magnify these effects. Increases of capital stock 
may fall short of increases in the labour force, which 
impedes efforts to reduce unemployment. 


With the growing realization of the costs of prolonged 
inflation has come an awareness that inflation cannot be 
brought under control by demand management alone. 
In academic as well as economic policy contexts much of 
the discussion has been about the relevance and properties 
of the so-called Phillips curve. Originally this concerned 
the relationship between levels of unemployment and the 
rate of change of money wages. But often this trade-off 
has been formulated in terms of the size of the “gap” 
between potential and actual production on the one hand 
and the rate of inflation on the other. Furthermore, much 
ingenuity has been applied in clarifying the influence on 
inflation of past changes in wages and prices through 


57 The implication of this for the efficiency and hierarchy of 
decision making is illuminatingly analysed by the Nobel prize 
winner Herbert Simon in his Ely lecture of 1977, “Rationality 
as Process and as Product of Thought”, American Economic 
Review, May 1978. 

58 See Gardner Ackley, “The Costs of Inflation”, American 
Economic Review, May 1978. 


related price expectations. The stronger are the latter, the 
smaller is the scope for short-term anti-inflationary 
demand management. 


The available statistical evidence indicates that the 
Phillips curve trade-off worsened in the 1970s. The curve 
tends to become steep in expansion, i.e., even a small 
decrease in unemployment (or in excess demand) is 
associated with a considerable increase in the rate of 
inflation. During a contraction, on the other hand, even 
large increases in unemployment are associated with 
only small reductions in the rate of inflation. Apparently 
there is thus a downward rigidity in wages and prices, not 
only in levels but also in rates of increase. Inflation rates 
in several industrialized market economies have come 
down considerably but are still historically high in spite 
of a prolonged period of high unemployment. 


Explanations of the worsened trade-off of the Phillips 
curve run in terms of the lagged effects of prices and wages 
on current developments of the same variables. These 
effects can be interpreted in different ways. Earlier price 
changes can affect price expectations which are built into 
present wage negotiations and price settings, and thus 
inflation is perpetuated mainly from the cost side without 
much influence from the demand side.>® Lagged influences 
can also arise if domestic price developments cause 
changes in the exchange rate with feed-back effects via 
import and export prices. The lagged effects of earlier 
price increases, in turn, can be related further back to 
demand pressures (or, for example, to the increase in oil 
prices). This holds out the hope of defeating inflation by 
reversing price expectations, assuming that the effort 
takes place in a context with no overheating from the 
demand side and no pressure on import prices from 
external supply. 


The lagged effects of prices on wages and prices can, 
however, also point to a more intractable part of the 
inflation mechanism, namely the quest of wage-earners 
for increases in, or maintenance of, real wages. The efforts 
of lagging wage- and salary-earners to keep up with 
the front runners are part of this mechanism. (There is a 
“ratchet-effect” involved here as the catching up—if 
achieved—is through large advances by the laggards and 
not through voluntary restraint by the leaders.) Generally 
speaking this inflation mechanism becomes more difficult 
to handle the smaller the scope for an improvement in 
real living standards. Agreements could, of course, be 
obtained that amount to no change or even declines in 
real wages, but prolongation of such agreements, however, 
becomes increasingly difficult. This points to a dilemma 
in the fight against inflation in countries where, for various 
reasons, the scope for increases in private consumption 
and thereby also for advances in real wages is limited. 
(See table 2.2 for real wage developments.) The more 
wage-earners are disappointed by the development of 
their real wages the larger the risks of a nominal wage 
explosion become. These risks are increased the longer 
is the phase of slow growth. They are also enhanced if in 
the process there is a build-up of liquid resources which 
can be mobilized as the confidence of households in their 
economic situation increases. In the type of development 


59 In an inflationary process, changes in price expectations can 
be said to shift the Phillips curve upwards. A given level of unem- 
ployment is thus associated with gradually higher rates of inflation 
and the shifts trace out a steep long-run curve. 
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indicated above a long-run slack in the economy is 
accompanied by mounting inflationary pressures. This is 
the opposite of the Phillips curve relation. 


The interpretation of the Phillips curve is also made 
difficult by the ambiguities surrounding the concept of 
unemployment which is used in the relationship as a 
proxy for demand pressure. Much of the discussion here 
has focused on the meaning and measurement of the 
“natural rate of unemployment”, i.e. the rate below which 
inflation tends to accelerate. In the United States there 
seems at present to be a consensus that the “natural rate” 
is between 5.5 and 6 per cent, which is a considerable 
upward revision of the estimates which were current only 
a couple of years ago. The higher the “natural rate” the 
lower is the degree of slack in the economy compatible 
with price stability at any unemployment rate higher than 
the natural one. 


There are several reasons why the “natural rate of 
unemployment” has come to be considered higher than 
previously. An important part of unemployment is viewed 
as a search activity which carries with it certain benefits, 
for instance, in terms of greater allocative efficiency, 
which to some extent offset the welfare losses incurred. 
The transient nature of unemployment is thus stressed. 
Furthermore, a significant and perhaps increasing pro- 
portion of the unemployed are secondary earners, which 
might imply less than proportionate welfare losses for 
the family unit. The distribution of unemployment with 
regard to age groups, sex and family status is important 
in this respect (see table 1.10). With these various dimen- 
sions of unemployment in mind it becomes more import- 
ant to distinguish between different sources of unemploy- 
ment rather than to classify its components as, for 
instance, “voluntary” and “involuntary”. It is obvious, 
for example, that changes in unemployment compensation 
would change the distribution in this respect. But such 
a shift would also arbitrarily affect the estimate of “full” 
employment and the “costs” associated with a given 
resource gap.®° 


One might thus conclude that the simple relationship 
between unemployment and inflation has broken down 
as a guideline for economic policy. The trade-off might 
actually be in the opposite direction from that postulated 
by the Phillips curve, particularly in the long run, as the 
presumed causality may be reversed. Unemployment on 
the other hand can be shown to have many facets and 
can hardly be treated as a homogenous variable in a 
simple relationship. It is becoming less of a stabilization 
policy problem than a problem for welfare policies in 
allocating and compensating unemployment risks over 
the entire population. 

Both inflation and unemployment damage the coher- 
ence of society and the quality of life. They pollute the 
social environment insofar as they cause sharp social 
conflicts, injury to individual life patterns, and mounting 
hostility to the economic and political institutions that 
are held responsible.*' Both analytically and for economic 
policy purposes it appears to be most fruitful to treat 
inflation and unemployment as largely independent pheno- 
mena and apply remedies designed to act upon each 


0 See Robert Е. Lucas Jr, “Unemployment Policy”, American 
Economic Review, May 1978. 

81 Henry С. Wallich, “Stabilization Goals; Balancing Inflation 
and Unemployment”, American Econumic Review, May 1978. 


variable separately. It is symptomatic that fiscal policy 
which was considered mainly as a tool for general demand 
management has increasingly been applied in more 
selective ways. One example is the marginal employment 
subsidy which was discussed in the Economic Survey of 
Europe in 1977, part I, chapter 2. Efforts have also been 
made to curb inflation directly by incomes policies. 


Incomes policies have been tried in several countries 
during recent years with varying degrees of comprehen- 
siveness and success.®? In a minimal version of incomes 
policies the government provides detailed information on 
the economic situation and also on the economic policy 
targets during the coming years. It might, in some cases, 
be politically sensitive for the government to make sug- 
gestions or provide guidelines for wage developments and 
therefore it may be thought preferable to have labour 
market partners decide the scope for their negotiations. _ 
One form of guidance however, is to indicate the possible 
improvements in living standards embodied in, for 
instance, the government’s view of desirable economic 
developments. By implication, the government would be 
expected to take corrective action if actual settlements 
were inconsistent with the government’s target for private 
consumption. Under such circumstances the government 
could maintain its freedom of action with regard to its 
economic policy-making during the period covered by the 
wage settlement. But a government could also engage 
itself more firmly, for example, through a negotiated 
package deal. Some form of tax-oriented incomes policy 
(TIP) is often part of such a deal. This means, however, 
that the size and balance of the budget is implicitly 
negotiated between the government and the labour market 
partners. 


The emphasis of TIP might be on a concentrated one- 
shot reduction in costs or on a sustained policy for 
weakening the various lagged effects of wage and price 
rises. The TIP would help to break a wage-price-wage 
spiral by acting directly either on prices or on wages. The 
choice would depend upon the alleged nature of the 
inflation mechanism, i.e., on whether prices or wages were 
regarded as the main factor. Such an effect could be 
achieved by various forms of tax relief. Reduction in sales 
taxes tend to reduce prices directly, reductions in payroll 
taxes or in employers’ social security contributions reduce 
the main component of costs. Reductions in income taxes 
might influence wage negotiations either in a roundabout 
way or directly as part of a package deal. Penalties to be 
paid by enterprises that grant wages in excess of a given 
maximum would also act as a restraint. In principle, the 
TIP does not work through absolute prohibitions and 
thus does not interfere with the free play of market forces. 
Any enterprise could pay more than maximum wages if 
it found it profitable in spite of the penalties. The basic 
idea of TIP is that the market forces behind wage and 
price formation are shifted in favour of restraint. How- 
ever, it remains to be seen if a large-scale application is 
administratively feasible. 

Several conditions would seem to have to be fulfilled 
if a tax-oriented incomes policy or, for that matter, any 
incomes policy is going to work. One is that there should 
not be any general excess demand, in the presence of which 
any system of cost-reducing incentives and penalties 


, 82 See also section 2 of this chapter, sub-section on “Prices and 
incomes policies”. 
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would tend to break down. It is also important that the 
wage and price setters should not expect excessive settle- 
ments to be accommodated by fiscal, monetary and labour 
market policies. In this context, declared intentions about 
targets for budget balances, monetary aggregates and 
exchange rate stability would be a support to incomes 
policies. Incomes policies cannot function in a vacuum 
but have to be part of a long-term strategy. They probably 
should be dismantled only gradually in order to prevent 
a renewed wage and price explosion. 


An over-riding condition for an incomes policy to 
work is the existence of a strong consensus about its 
necessity and modes of implementation. In particular, 
this consensus must include the labour unions. In this 
context the main task of the union leaders is to persuade 
their members to support the programme. The union 
leadership to some extent has to leave aside its traditional 
task of fighting for maximum wage increases. But in a 
situation of inflation and unemployment added attention 
could instead be given to removing the obstacles and 
weakening rigidities which hamper the functioning of the 
labour market.®* The labour unions would thereby extend 
their area of concern not only to wage setting but to 
work-preserving and work-creating activities as well. Part 
of this job would be to facilitate adjustments in pro- 
duction structures which are inevitable in the long run. It 
is possible, however, that such activities are better per- 
formed at a micro- than at a macro-level of organization. 


The active participation of various organizations and 
groups as a condition for making an incomes policy 
effective is an important but by no means unique example 
of the increasing need to base economic policies on con- 
sensus. The scope is becoming increasingly narrow for 
what can be accomplished by policy directives. This has 
been a consequence of a deep penetration of government 
regulations in all kinds of markets and in the decision- 
making of local authorities, enterprises and households. 
The sheer vastness and often short-term character of this 
penetration has created uncertainties and difficulties for 
decision-makers to comprehend and incorporate govern- 
ment directives into viable plans. The result has been a 
new and often hostile economic environment, for example, 
for employment and price policies. In the necessary 
adaptation to these structural changes those countries 
will be best placed where the co-operation between labour, 
management and government is institutionalized and 
operational. This factor may become of over-riding 
importance for the achievement of stability, productivity 
and growth. 


___ (iii) Monetary policies 


According to the classic Keynesian view, changes in 
monetary aggregates affect investment and consumption 
and thereby production and prices mainly via the interest 
rate. The effects would be weak if interest rates were 
insensitive to changes in the money supply (the “liquidity 
trap”) and/or real demand were insensitive to changes 


83 The absence of obstacles and rigidities in the labour market 
could be taken as the description of a situation of full employment 
for any given set of policy targets. Such a definition might give 
a more meaningful content to the concept of full employment 
than measurements related to a “natural rate” or a “resource 


gap”. 


in interest rates. To these channels of monetary effects 
can be added the “portfolio mechanisms” through which 
holdings of real and financial assets are switched as the 
relative rates of return on thes assets change. This leads 
over to а “monetarist” explanation of inflation: an excess 
of money supply spills over into a demand for other 
assets and thus forces up prices. Monetary policy thus 
becomes directly linked to price stabilization. 


Because of the increased attention given to inflation, 
and as fiscal policies are being used to an increasing 
extent for cost reducing and structural purposes (regional 
and industrial policies, for example), a greater burden of 
general demand management has been assigned to mone- 
tary policy. This assignment has in several countries 
taken the form of targets for monetary expansion, in 
line with a monetarist prescription of macro-policy. The 
experience of the last few years suggests, however, that 
monetary management has become more complex than 
was previously assumed. Complications have arisen in 
the context of managed floating exchange rate régimes, 
nflation and large budget deficits. 

Régimes of floating exchange rates were meant to give 
a country increased autonomy for domestic economic 
policy. If this involved an expansion clearly out of line 
with the rest of the world, the currency in the expanding 
country would tend to depreciate. Such a development 
was expected to be kept within bounds by stabilizing 
capital inflows, but in practice these flows, for various 
reasons, have often been destabilizing. Imperfect informa- 
tion about policy and the relative importance of cyclical 
and incidental factors have left the markets open to short- 
term destabilizing flows based on such events as temporary 
changes in balance of payments, random movements of 
budget deficits and of monetary aggregates, official state- 
ments, etc. These difficulties arise whether monetary 
management is expansive or restrictive. 

In a country which pursues an expansionary policy, a 
depreciation can be considered as complementary to a 
domestic expansion designed to assure a fuller use of real 
resources. But because of destabilizing speculation, 
changes in exchange rates have often tended to “over- 
shoot” the positions aimed at by policy makers and which 
might have been justified by international differences in 
business cycle phase or in costs and prices. A depreciation 
tends to feed back on domestic prices via exports and 
imports. Furthermore, the timing of the beneficial effects 
on the current balance have appeared to become more and 
more unreliable. In addition to the initial adverse effect 
in this respect—the so-called J-curve effect—in a process 
of successive depreciations a succession of initial adverse 
effects tend to merge, so that the beneficial effects are 
further postponed. Appreciating countries, on the other 
hand, have seen their competitive position being gradually 
eroded with the consequent problems of restructuring 
their export- and import-competing sectors. Thus, free 
floating has been increasingly resisted both in countries 
with depreciating and with appreciating currencies. The 
scope for independent short-term monetary management 
has thus become correspondingly reduced. 


The difficulties of sticking to a monetary target and at 
the same time coping with floating exchange rates have, 
to a large extent, arisen from the insensitivity of interna- 
tional capital flows to even large differentials in nominal 
interest rates. This is a consequence of the inability of 
monetary policy to influence real rates of interest, parti- 
cularly in periods of high and varying rates of inflation. 
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A difference between the nominal rates of interest between 
two countries may, over long periods, have appeared to 
be large, whereas the difference between the actual or 
expected real rates of interest may have had the opposite 
sign. In addition, expectations of changing exchange rates 
have made it very difficult for interest rate policy to affect 
short-term capital flows. Because of the complications 
indicated above, monetary management in terms of 
guidelines has come to be thought of as more suited to 
medium-term strategies than as a tool for short-term 
“fine tuning”. Such an approach corresponds with the 
“monetarist” view that monetary developments mainly 
affect an economy in the medium term and through prices. 
A medium-term monetary target can be thought of as 
exerting a discipline on fiscal developments by forcing a 
certain budget control. This has actually become an urgent 
problem in several countries where budget deficits have 
been increasing rapidly. Such a policy may also indicate 
to the labour market that, beyond certain limits, wage and 
price increases will not be accommodated through mone- 
tary management nor, implicitly, by movements of the 
exchange rate. In principle, monetary policy tends, in 
these circumstances, to supersede fiscal policy in the 
hierarchy of economic policy instruments. Monetary 
policy, however, often has to be adapted to rigidities in 
financial markets. Thus various forms of financial support 
to ailing branches of industry cause compartmentalization 
of credit markets and hamper monetary management even 
in the medium term. 

In the following, some country illustrations are given 
of the difficulties that have faced monetary policy 
recently: the United Kingdom, where monetary rules 
have been strictly adhered to; rapidly depreciating and 
appreciating countries (the United States and respectively 
the Federal Republic of Germany and Switzerland); 
countries with a certain dependency on other currencies 
(Canada, the Netherlands, Belgium); countries with 
relatively stable and independent currencies (France, 
Italy); and countries which have not announced monetary 
targets (Scandinavian countries). 

The United Kingdom is an example of a country which, 
since the second part of 1976, has adhered to declared 
monetary targets to which both fiscal and exchange rate 
policies have been subordinated. Thus in 1977 an attempt 
to prevent sterling from appreciating was abandoned 
because it was in contradiction with the monetary growth 
target. The policy of stimulating the economy by means 
of expansionary fiscal measures in the April 1978 budget 
was subsequently offset by more restrictive policies, again 
in order not to jeopardise the monetary target. 

For the 12 months to October 1979 there is a commit- 
ment to a monetary target of 8-12 per cent for sterling М, 
(cash, and current and 7-day deposit accounts). There is 
an upper limit for the public sector borrowing requirement 
which is consistent with this monetary target. Implicitly, 
there is also a limit to the extent to which fiscal policy 
can be used for stimulating demand or for trading reduc- 
tions in taxation or social security payments against wage 
restraint. Beyond that limit there is potential conflict 
between an accommodating monetary policy which might 
weaken the exchange rate rather quickly and a tighter 
monetary policy which would have an appreciable con- 
tractionary effect on the economy. 


In the United States, there has been much discussion 


about which money aggregate to choose among the 
several available, the choice mainly depending upon the 


stability of the relationship between the money stock and 
national income (cf. the problem of the stability of the 
Phillips curve discussed in the previous section). During 
1974-1977 there was, for example, a falling ratio between 
the narrowly defined money stock (Mi) and nominal 
national income. The money stock thus rose much more 
slowly than predicted. Generally speaking such shifts tend 
to undermine monetary control. In the United States, the 
increase in the velocity of money seems to have been 
caused by unforeseen changes in the handling of the 
means of payments associated with computerization of 
cash management by banks as well as by enterprises. 


A second complication concerns the use of rate of 
interest differentials to steer capital flows when there are 
expectations of exchange rate changes. Developments in 
the United States (and in other countries as well) parti- 
cularly in the autumn of 1978, have shown that because 
of expectations of large changes in the exchange rate, the 
increases required for nominal interest rates to influence 
capital flows would have to be very large indeed. In fact 
the short-term interest rate (the Federal fund rate) moved 
upwards throughout 1977 and 1978. But at the same time 
the growth of the monetary aggregates approached or 
surpassed the upper target boundaries. These were thus, 
implicitly, too high to be consistent with the desired 
exchange rate development. 


In the United States, interventions in foreign exchange 
markets were undertaken in order to check the rapid 
depreciation of the dollar. Part of the burden of inter- 
vention, however, was shifted to the main appreciating 
countries which, to some extent, have had to abandon 
monetary growth targets in order to prevent excessive 
currency appreciations. 


In Switzerland a money stock growth target of 5-6 per 
cent per year was pursued in 1975-1978. The target was 
considered to be of a medium-term nature and flexible 
in the short run, but in the event the target had to be 
abandoned in order to halt a continuous appreciation. 
Behind this development was a substantial international 
portfolio shift to the Swiss franc, especially from the 
US dollar. The rapid appreciation threatened the competi- 
tiveness of Swiss enterprises. Non-accommodation of the 
monetary demand would have caused expectations of 
severe deflation. The money stock therefore could not 
be used as a signal to the financial markets of the monetary 
authorities’ intentions. Instead, an intervention point was 
chosen above which the Swiss franc would not be per- 
mitted to appreciate in relation to the German mark. 
Monetary growth thereby became endogenous rather 
than policy determined and increased considerably in 
comparison with the original (5 per cent) target. 


The Federal Republic of Germany has been announcing 
monetary growth targets since the end of 1974. The 
targets are intended to provide a yardstick against which 
the Bundesbank can measure its monetary policy and 
also a guideline for those involved in decisions on prices 
and costs, indicating the course of monetary policy. The 
announcement of a new target for 1979 was also meant to 
facilitate some co-ordination of monetary policies among 
the countries of the European Community, most of which 
have also been setting monetary targets.®4 


ee Monthly Report of the Deutsche Bundesbank, No. 1, January 
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The monetary target for 1979 concerns the growth of 
the central bank money stock (M3) which, between the 
fourth quarters of 1978 and 1979, is to be kept within a 
range of 6 to 9 per cent. This is a slight relaxation from 
the target for 1978, which implied an increase of 5 to 7 
per cent over the year. Although the target for 1979 
has been increased compared with 1978, the new target 
means that monetary policy must try to reduce the high 
growth rates prevailing towards the end of 1978. Thus, in 
1978 as a whole, Mg rose by 11 per cent over the year, 
and at a seasonally adjusted rate of about 15 per cent in 
the six months to December 1978. 


The reasons for the overshooting of the monetary target 
in the Federal Republic of Germany were much the same 
as in Switzerland. A continuous appreciation threatened 
to cause losses of domestic and foreign markets. Because 
of central bank intervention in the foreign exchange 
markets the control of domestic monetary developments 
was weakened. The short-term rate of interest (the inter- 
bank rate) was kept relatively stable and the nominal 
interest rate differential vis-a-vis the United States 
increased, particularly towards the end of 1978. But 
during most of that year the rea/ rate of interest differ- 
ential nevertheless increased significantly in favour of the 
Federal Republic of Germany. 


The course taken by Switzerland and the Federal 
Republic may create future problems if the overshooting 
of the exchange rate is rapidly reversed, inflationary 
expectations are revived and, in the meantime, substantial 
liquidity positions are built up in various parts of the 
economies. Their experience shows that it is difficult to 
stick to a monetary target if one is not also willing to 
accept the consequences with regard to the exchange rate 
of developments in the world outside. 


The scope for independent monetary policy is parti- 
cularly restricted in countries which belong to a currency 
zone with a dominant partner. If the dominant country 
sets a monetary target with consequential varying interest 
rates the partner country has to adjust its own interest 
rates accordingly and cannot set its own monetary target. 
(Harmonizing interest rates does not imply harmonizing 
money stock changes.) If the strong country is appreciating 
and attracts capital flows the partner country has to widen 
the interest rate differentials in order to defend the parity. 
In such a case the contribution of monetary policy to 
price stabilization is mainly via the prevention of a 
depreciation. 

Belgium and the Netherlands, in their relation to the 
Federal Republic of Germany, fit the case described 
above. Since a realignment in 1973, the currencies of these 
countries have fluctuated little in relation to the mark. In 
both countries, the inflation rate is presently down to 
about 4 per cent, i.e. they are in the low inflation group 
of countries together with the Federal Republic. Short- 
term interest rates have been swinging sharply, reflecting 
improving currency positions (low rates) and weakening 
positions (high rates) respectively. Their external positions 
have been deteriorating as relatively large surpluses on 
current account have changed into deficits. Large public 
sector deficits threaten to create an overhang of domestic 
liquidities, which are likely to put continued strain on the 
monetary policy. 

The Netherlands has adopted a medium-term strategy 
of combining control of the public sector deficit with a 
target for monetary policies. The monetary target has 


been formulated in terms of the “liquidity ratio” which 
relates the money supply to nominal national income. 
This ratio has in recent years risen to a level which is 
considered to be too high. According to the medium-term 
monetary target, the liquidity ratio will be brought down 
gradually. Such a target also implies, however, a pro- 
gramme for reducing the deficit of the public sector, which 
is expected to reach some 6 per cent of national income 
in 1979. Part of this deficit is regarded as “structural” in 
the sense that it can be financed in the capital markets. 
The intention is to eliminate the rest of the deficit in order 
to achieve consistency between fiscal and monetary policy. 
Thus, a programme has been introduced for reducing the 
growth of public expenditure over the years 1979-1981 
from its present high level of more than 60 per cent of 
nominal national income, 


Canada is another country with an open economy 
linked to the international capital markets and with a 
dominant partner (the United States). Monetary growth 
targets were explicitly laid down in the autumn of 1975 
but have been adjusted downward. According to the 
Canadian experience, the exchange rate has presented a 
major complication for monetary policies. Undesired 
movements of the exchange rate in any direction may call 
for deviations from monetary targets set for the purpose 
of a medium-term price stabilization. In Canada, capital 
movements have been influenced by substantial changes 
not only of interest rates—as in Belgium and the Nether- 
lands—but also of the exchange rate. As in the Nether- 
lands, fiscal policy has become, in a sense, subordinated 
to the medium-term monetary growth target, implying 
a reduction in the relative size of the public sector in the 
whole economy. 


Budget deficits have been increasing, but so far there 
has been no problem for monetary management given 
the willingness to move interest rates to the extent needed 
for the absorption of the public debt. There is, however, 
a potential conflict between the short-term rate of interest, 
which is the operating instrument for affecting the 
exchange rate, and the interest rate that has to be set 
domestically in order to adjust to the medium-term 
monetary growth target. As in the Netherlands, portfolios 
both inside the country and over the border seem to be 
very sensitive to interest rates. 


In France, monetary policies have also become less of 
an instrument for short-term fine-tuning than a macro- 
economic framework for medium-term strategy. The latter 
has taken the form of a gradual reduction in the rate of 
increase of the quantity of money. Thus, the target for the 
growth of the broadly defined money stock (Mz) was 
12 per cent for 1978 and has been lowered to 11 per cent 
for 1979. This strategy implies increased attention to 
keeping down the budget deficits which, however, are 
modest in relation to GNP. Much attention is being 
given to the task of strengthening the financial structures 
of enterprises in order to aid the process of transformation 
and adaptation of industry to changing production struc- 
tures. Monetary policies have thus participated in a 
building up of the capital reserves and long-term funds of 
enterprises. 


In Italy, inflation is still relatively high. The GDP 
deflator remained at an annual rate of about 18 per cent 
between 1974 and 1977, and in 1978 has fallen to about 
14 per cent. The deficit of the general government budget 
on current account has deteriorated from about 2.5 per 
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cent of GNP in 1974 to about 7 per cent in 1978. Under 
such circumstances, medium-term monetary control has 
assumed particular importance also in Italy. So far, the 
absorption of government debt has been secured by 
ceilings on domestic credit expansion, which is the target 
variable in Italy. But the increase in liquid assets held by 
the public together with the difficulties in reducing the 
budget deficit represent potential sources of instability. 


The Scandinavian countries have not consistently 
declared monetary targets. To some extent, this can be 
seen as the expression of a desire not to subordinate other 
economic goals to price stabilization. (Currently these 
countries all belong to the “high inflation” group of west 
European countries: cf. text table of section 2.) Monetary 
policy therefore has not been made a prisoner of the 
monetary target “trap” where deviations from a set 
target have to be avoided in order not to create adverse 
expectations of prices and exchange rates. These curren- 
cies are in fact less exposed to speculation than the 
currencies which are switched frequently in the exchange 
markets. A certain measure of freedom for manoeuvering 
is obtained in Sweden and Finland by tying the exchange 
rate to a currency basket which can be manipulated in 
such a way that the opuions of speculators become less 
obvious or one-sided. In both these countries, monetary 
autonomy is also strengthened by some measure of control 
over capital movements. The autonomy thus created has 
provided the basis for expansionary economic policies 
aimed at holding down unemployment and restructuring 
industries in a context of international stagnation. Fiscal 
policy has contributed to monetary autonomy since the 
foreign exchange reserves have been bolstered by borrow- 
ing abroad in excess of current requirements. For the 
same reason enterprises and local government authorities 
in Sweden have actually been forced to resort to long- 
term foreign borrowing (through domestic bond issue 
controls, for example). This kind of a strategy may give 
a certain leeway to domestic policies as depreciations 
tend to lag or at least not lead domestic inflation. Unused 
productive resources at present give scope for a lasting 
increase in output. An improvement in the international 
economic situation would allow this particular version 
of a “go-stop” policy to phase out domestic expansion 
before it creates expectations of depreciation, although 
improvements in external positions have actually dimin- 


ished such risks in Sweden and Finland. But there are 
risks that the liquidity overhangs created by fiscal expan- 
sion might be activated in a less propitious phase of the 
cycle. The risks will, inter alia, depend upon the absorptive 
capacity of capital markets and the scope for future 
budget restraint. 

The above description of monetary policies indicates 
the emphasis on and even predominance of guidelines 
for monetary aggregates in various countries. But adher- 
ence to these guidelines is subject to the avoidance of 
large swings in exchange rates, since floating has turned 
out to have drawbacks both for appreciating and depre- 
ciating countries. The process of mutual adjustment is, 
however, not symmetric as it was supposed to be under 
the gold standard or the Bretton Woods agreement. 
Countries with strong currencies have to a large extent 
used the option to pursue independent monetary targets, 
but have allowed some deviations in order to stabilize 
the exchange rate. Countries with weak currencies have, 
with some exceptions, had to mobilize fiscal as well as 
monetary policies to defend their exchange rates; alto- 
gether this policy constellation is likely to give a defla- 
tionary slant to economic development. 


The setting of monetary targets in various countries 
obviously carries the risk of inconsistencies in an inter- 
national context. Such inconsistencies have been revealed 
by undesired changes in exchange rates and consequent 
revisions of monetary targets. It might be seen as a reaction 
to the difficulties of “fine tuning” of monetary policies 
that the emphasis on targets for monetary aggregates now 
seem to have shifted to a medium-term strategy. In this 
longer perspective, the possibilities of meaningful inter- 
national co-ordination may be considerably more prom- 
ising than in the short term. Because of the volatility 
of the international exchange markets, there is now a 
strong case for an increased and confidence-inspiring 
co-ordination of financial policies. There is, however, a 
risk involved in this kind of policy emphasis and this 
route for international harmonization of economic devel- 
opments. Too much effort may be spent on dealing with 
the rigidities and inconsistencies in financial structures 
and developments which, after all, to a large extent only 
reflect the inconsistencies in cost developments and rigid- 
ities in production structures that must be overcome with 
more fundamental approaches. 
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APPENDIX TABLE 
Supply and use of resources 
(Percentage change over previous year, in volume) 
a i i a 


Gross domestic fixed capital formation 
GDP at Imports of Total 


Country and base year _— market Machinery | i Exports of 
al price doe prices дык ot ile ee Total наи я 5 ee BO ont sar the tik aid 
И са В, 
Austria (1964) 
1975 eet. - —1.5 —5.8 —2.7 —2.3 —47 — —-2:1— 8.1 3.0 3.7 —3.7 
о а 6.2 20.7 10.1 9.3 4.3 — 1.4 — 10.5 4.6 3.7 12.2 
1971. в. 3.7 9.5 5.4 5:2 64 — 2.6 —— 11.1 6.2 1.9 6.1 
1978D 1.5 —1.3 0.5 —1.8 —20 — 2.5 —_ —7.0 —1.5 2.0 6.5 
19790 3.0 7.5 4.5 35 2.5 —— 10 — 5.0 3.0 2.0 6.3 
Belgium (1970) 
1975. Ry. —2.1 —9.4 —4.6 —2.4 —1.5 —4.1 —0.1 —1.0 0.3 5:2 —8.0 
197625 es Sot 11.3 7:5 6.1 2.2. 16.1 —1.1 —6.5 6.1 5.0 10.2 
Ты: 1.3 4.1 2.2. 1.6 —0.7 0.6 —— —1.3 —— 2.1 3.4 3.4 
1978S 5 1.8 5.2) 2.9 1.9 0.2 —6.0 — 2.7 —— 215 3.0 5.0 
1979$ > 2.2 6.3 3.6 2.6 1:7, -30 — 34 —— 3.0 ahs) 5.4 
Denmark (1970) 
1975 0... —0.6 —5.2 —1.7 —1.0  —10.1 —15.9 —9.4 —8.1 4.9 4.9 —3.8 
1976" Fes. 6.3 19.1 9.4 10.2 17.5 27.4 9.1 19.3 6.6 2.4 6.9 
1977 ies 2: 7 —1.0 1.3 —0.1 —2.3 —9.9 22 —1.8 0.2 3.0 525 
1978F 1.3 2.0 1.5 0.9 1.1 — 3.3 — —0.8 4.1 3.3 
1979F 3 4.5 3-3.5 3 0.5¢ 2-2.5 4.5 с 5 
Finland (1964) 
1975 Fe eda 0.9 0.4 0.8 4.6 7.0 —5.5 8.7 13.3 3.7 6.4 —13.9 
1976 №... 0.3 —3.3 —0.5 —3.5 —9.6 —8.9 —14.5 —5.3 0.5 4.7 13.7 
1977 1. 0.4 —5.9 —0.9 —3.6 —4.6 2.1 —0.9 —11.3 —2.2 4.7 9.9 
19785 2.54 —1.5 1.5 0.5 —3 1 —2 —6 1.5 4.5 5.5 
1979S 3.54 5.5 4 3.5 2.5 = 3 4 1.5 955 5 
France (preceding 
year) 
1975S. 0.3 —8.7 —1.3 —1.0 —2.6 —2.0е —— —2.8 —— 3.0 4.6 —2.8 
1976) ec ee 4.6 19.2 6.8 6.4 3.9 2.4е —— 44 —— 5:1 4.6 9.2 
И ас 3.0 1.0 27 2.0 —0.6 —1.9е —— —0.1 —— 25 3.8 6.3 
19785 3.3 5.9 37 3.2 1.5 —2.1е — 2.8 —— 3.6 4.0 6.4 
19795 3.6 7.0 4.2 3.8 3.8 0.1е — 5.1 —— 3.8 3.0 6.0 
Germany, Federal 
Republic of ® 
(1970) 
19TS POE. 3 —2.0 3.5 —1.0 0.5 —4.2 —10.4 —4.2 0.4 2.9 4.5 —6.0 
1976 hee Fah ate: 5.1 11.1 6.7 5.5 5.0 6.7 1.3 6.5 Зы 25 11.2 
ПД а т ок 2.6 4.3 2.9 2.6 4.1 3.8 0.8 Tell 3.1 1.0 3.9 
1978J 3.4 7.0 4.1 3.8 6.2 4.5 5.2 8.2 3.8 3.1 5.0 
19791 4 2.5 4.5 4.5 6.5 6.5 4.5 8.0 4.0 25 5.5 
Ireland (1970) 
1975: = ihe 1.2 — 12.1 —3.2 —6.6 —5.7 —7.7 50  —10.1 —3.0 6.3 6.5 
1976 зем: 2.9 15.4 6.7 6.2 2.3 —0.5 —0.9 5.9 2.8 5.4 8.0 
Пена ee 5.5 13.3 8.1 6.3 8.4 —— 2 — 7 5.4 1.7 12.4 
1978S 6.3 12:5 8.5 1.5 10 — 10 —— 13 9 4 11 
1979S 3.3 11.5 6.5 4.5 11 1.5 3 10.5 
Ttaly (1970) 
1975 ain wees) —3.5 —9.6 —4.5 — 6.1 —13.0 —10.9 —5.6 —18.9 —1.4 2.9 sui 
обе... ый) 14.8 Ue 5.7 1.9 —3.4 —1.4 8.0 3.4 1.8 13.7 
О ee ee у —1.0 1.2 0.1 0.1 —1.8 0.1 13 2.1 2) 5.8 
19787 2.0 3.0 2.2 1.4 —1.8 — 0.5 —— -—4.6 1.8 2.4 55 
19797 4.5 9.0 5:2 5.6 7.1 — 6.5 —— 8.0 4.5 2:5 4.5 
therlands (1975 
i iors Е | ; ? . —0.8 —4.1 —2.0 —1.4 —4.9 —7.5 —0.6 —5.7 3.4 3.9 —3.0 
1976... ae ages 4.5 10.9 6.6 4.4 —1.8 Phe} —1.5 —4.4 3.8 4.0 10.7 
т а. 2.4 3.6 2.8 5.6 11.1 15.9 2.4 14.1 4.3 3.6 —2.1 
1978S ® 2 3.5 2.5 3 3.5 2.5 — 4 — 3.5 1.5 2 
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APPENDIX TABLE (continued) 


Supply and use of resources 
(Percentage change over previous year, in volume) 


Ea 
Gross domestic fixed capital formation 


Exports of 

GDP at Imports о, Total Machinery 

Country and base year marker foods ay Total domestic Residential Other and Private con- Public con- geo and 
of price index prices services resources demand ® Total construction construction equipment sumption sumption services 


i кк — 


rway (1975 
ee oe . A ae 5.5f 5.4 5:5 6.5 12.57 7.9 3.9 18.47 5.0 6.2 3.0 
19765. 6.67 12.3 8.4 ee! 94f —1.8 2.9 16.77 6.4 6.5 11.3 
1977 и 3.57 2.8 3.2 3.0 0.957  —1.2 9.7 —2.3/ 4.4 11.0 3.8 
19783 2.9f —11.7 —2.0 —6.5 —11.4f 30 ——— —15.0/ —2.6 3.9 9.1 
1979S 1.87 —0.6 1.0 1.7 —7.57 —5.0 —— —8.0f — 0.4 —0.4 
Sweden (1975) 
975: 2. 0.8 —1.6 0.2 4.1 —0.5 —0.1 1.1 —2.1 3.0 4.8 —11.5 
1976 1.2 7.4 7 Р.Д —1.2 —8.8 —2.5 3.5 4.0 4.4 4.7 
1977 В: м. —2.4 —3.3 —2.6 —3.5 —3.1 —2.5 —2.9 —3.7 —0.7 2.4 0.6 
1978J 2.5 —6.69 0.5 —1.7 —2.7 18.6 —1.0 —13.4 —1.1 3.2 7.79 
1979J 5.4 9.29 6.2 5.6 Toil 8.6 —— 7.4 —— 2.8 2.7 8.09 
Switzerland (1970) : 
О я —7.3 —15.4 —9.5 —10.5 —13.6 —— —11.1 —— —17.7 —2.9 0.7 —6.6 
1976. —1.4 13.1 2.2 —0.3 —10.5 ——— -—8.7 —— -—13.9 1.1 2.7 9.3 
1977 Cees it: 2.3 9.3 4.2 2.1 1.5 —— 0.2 —— 4.1 2.8 —0.1 9.6 
1978D 1.0 10.1 3.6 2.8 27 —— 1.0 —— 6.0 1.8 2.2 5.5 
1979D 0.6 3.6 1.5 1.0 2.8 —— 1.5 —— 5.0 15 1:5 2.8 
United Kingdom 
(1975) 
Е Во аа —1.7 —7.3 —3.0 —3.2 —1.6 4.6 — —5.6 —1.4 5.4 —2.5 
1976 cr sete: 3.7 4.0 3.7 2.4 —1.6 —0.5 —4.0 — 0.2 2.1 9.1 
о set 1.2 0.3 1.0 —0.6 —3.5 —11.8 — 6.3 2.3 —0.9 —0.4 6.7 
1978 5h 22 6.0 3.8 3.7 3.4 —6.4 —— 5.7 — 5.8 2.3 2.4 
1979N 3.8 2.9 3.6 Shi7/ 4.8 4.4 —— 49 —— 4.4 2:2 3.4 
Сапааа (1971) 
1970S Sess ies 1.2 —3.4 0.3 1.8 3.8 —7.2 10.4 37 5.2 4.0 — 6.8 
1976 erg Fe 5.8 7.7 6.2 5.4 2.2 17.4 —5.9 3.0 6.4 2.0 10.0 
о. 2.9 1.2 2.5 1.4 0.3 —4.6 3.3 0.3 2.5 1.9 8.0 
1978D* 3.5 2.1 во 2.0 —0.6 —5.8 1.8 —0.3 3.0 1.9 8.7 
19795 3.5 
United States (1972) 
1975.0. ки: —1.0 —12.8 —1.6 1:7 12.4 —13,5 115 — 1256 1.9 2.5 —0.7 
1976 cc 5.8 19.7 6.5 6.3 57 24.0 — 3.0 4.2 56) 2.4 За 
19774 мере. 4.9 10.2 5.2 5.4 12.4 с 20.7 4.4 11.4 4.7 2.4 с 2.4 
19787 3.9 11.3 4.4 4.0 6.5 с 3.5 10.8 6.3 3.9 2:26 9.3 
19797 2.2 


Sources: Replies to United Nations Questionnaires on national accounts, and: 


< Including stock changes. 
Austria: Osterreichisches Institut Гог Wirtschaftsforschung, Monatsberichte, 


No. 12/1978; Belgium: Budget des recettes et des dépenses pour l’année budgé- 
taire 1979, September 1978; Denmark: Statistiske Efterretninger, No. A/1978/ 
20, and Okonomisk Oversigt, February 1979; Finland: Economic Survey 1978, 
September 1978, and Statistical Reports, No. KT1978: 9; France: Rapport sur 
les Comptes de la Nation 1977, and Comptes Prévisionnels de la Nation pour 1978 
et principales hypothéses économiques pour 1979; Germany, Federal Republic of: 
Wirtschaft und Statistik, No. 1/1979, Jahreswirtschaftsbericht 1979 der Bundes- 
regierung, and Deutsches Institut far Wirtschaftsforschung, Wochenbericht, No. 4- 
5/1979; Ireland: Economic Review and Outlook, July 1978, Central Bank of 
Ireland, Quarterly Bulletin, No. 3/1978 and the Economic and Social Research 
Institute, Quarterly Economic Commentary, September 1978; Italy: Relazione 


> Gross national product. 
i © Government fixed capital formation is included with government consump- 
ion, 

4 According to data revised in February 1979 GDP rose by 1.2 per cent in 
1978 and is expected to increase by 4.5 per cent in 1979. 

© Household investment. 

7 Including ships and oil exploration. 


Data excluding ships and Data excluding 


generale sulla situazione economica del Paese, 1977 and 1979-1981 plan submitted oil exploration are : ships are : 
by government to Parliament in January 1979; Netherlands: Nationale Reke- 
ningen 1977, and Central Planning Bureau, Macro Economische Verkenning 1979, Total Machinery Total Machinery 
September 1978; Norway: National Budget 1979, September 1978, and Economic GDP GDFCF and equipment СРЕСЕ and equipment 
Survey 1978, January 1979; Sweden: Preliminary National Budget 1979, January 
1979; Switzerland: Wirtschaftsspiegel, No. 12/1978; United Kingdom: National 1976. . a 2.0 3.1 7.3 13.5 
Institute Economic Review, November 1978; Canada: Bank of Canada Review, 1977 73 9.2 
December 1978; United States: Economic Report of the President, January 1979. ire ae : р 10.3 14.2 
1978... 05 55 —9.5 
Note: Key to the months in which data were released: 1979. . 0.5 —6.3 —5.7 


$ = September 1978 
О = October 1978 
N = November 1978 


D = December 1978 
J = January 1979 
F = February 1979 


7 Goods only. 
^ January-September 1978 over January-September 1977. 


CHAPTER 2 
RECENT ECONOMIC DEVELOPMENTS IN SOUTHERN EUROPE 


INTRODUCTION 


The year 1978 has been rather unfavourable for most south European countries. 
Among the five larger countries (Greece, Portugal, Spain, Turkey and Yugoslavia), 
only in Yugoslavia and Greece was the growth of output significantly higher than in 
the more industrial countries of western Europe. In Yugoslavia the rate of growth 
of output decelerated to 7 per cent. In Greece the growth rate of 6 per cent is close to 
the pre-1974 trend but, in contrast with Yugoslavia, the expansion of industrial output 
was relatively modest. In the other three major economies of the region rates of growth 
were 3 per cent in Spain, between 3 and 4 per cent in Portugal and under 5 per cent 
in Turkey. The rate of growth of industrial output in the last two countries decelerated 
considerably in 1978 as a result of restrictive policies adopted during the year. In 
Spain both the growth of total and of industrial output were modest, but some signs 
of a revival were appearing towards the end of the year, the stabilizing measures of 
1974 having yielded positive results in reducing the deficit in external payments and 
in lowering the rate of inflation. In the two island economies, Cyprus and Malta, 
high rates of growth of output were maintained in 1978, with increases of 8 per cent 
in Cyprus and 11 per cent in Malta. 


The current balance of payments of the south European countries improved 
dramatically in 1978. The combined current account deficit of the seven countries 
declined from $10.2 billion in 1977 to $4.1 billion in 1978. As a share of their aggregate 
GDP, the deficit declined from 4.1 per cent in 1977 to 1.4 per cent in 1978. It should 
be stressed however that the decline in the aggregate current account deficit was 
concentrated in those countries where the growth of total output remained limited 
(Spain) or where it was decelerating under the influence of highly restrictive policies 
(Portugal and Turkey). In Greece and Yugoslavia, the current account deficits 
remained rather large in relation to GNP (about 4.7 and 3 per cent respectively), but 
in neither country was the deficit a constraint on growth in 1978. 

The rate of inflation either declined or remained unchanged in 1978 in all the 
south European countries except Turkey, where inflationary pressures worsened 
considerably. The average rate of price increase, however, remained very high, at 
around 20 per cent in both Iberian countries and at 12 and 13 per cent respectively 
in Greece and Yugoslavia. These rates remain very much above the average for indus- 
trial western countries. In Turkey the increase in the price level is estimated at some 
36 per cent for 1978, and there was no deceleration in the rate throughout the year. 

As for most industrial countries exports of goods and services and private 
consumption were (except in Yugoslavia) the main segments of demand stimulating 
the expansion of output. Fixed capital formation in 1978 declined in Spain, Turkey 
and Malta and decelerated in Greece, Portugal and Cyprus. It has increased, and at 
the same time maintained a high level, only in Yugoslavia. The general decrease in 
investment ratios and the exhaustion of emigration opportunities have continued to 
bring about a general deterioration of the employment situation in these countries 
(with the exception of Malta). The unemployment indicators, although particularly 
uncertain in these countries, show an unequivocal worsening in 1978. 


1. OUTPUT, DEMAND, EMPLOYMENT AND PRICES (table 1.1) 


In Greece there was a marked acceleration in the growth 
of output in 1978, gross domestic product rising by 6.0 per 
cent compared with 3.2 per cent in 1977. All the main 
output sectors contributed to this performance, but 
particularly significant was the fast rate of growth of 
agricultural output, which increased by 7.8 per cent after 
a decline of 4.9 per cent in 1977 (the improvement was 
mainly due to good cereal harvests). 


Industrial output expanded by 5.6 per cent in 1978, 
compared with 3.1 per cent in 1977. This acceleration 
was mainly accounted for by manufacturing for which 
the year-on-year increase in output was 7.2 per cent in 
the first nine months of 1978 compared with 1.8 per cent 
in the corresponding period of 1977. Textiles, the most 
important branch within manufacturing, grew by 5.0 per 
cent in the first nine months of 1978 compared with a 
decline of 3.6 per cent in the corresponding months of 
1977. The output of processed food and chemicals accel- 
erated sharply, but non-metallic mineral products grew 
less than in 1977. 


The growth of manufactured consumer goods was 
stimulated by the growth of real incomes in agriculture 
and by higher real wages in industry,’ but exports and 
capital formation were even more dynamic. 


As is usually the case, output fluctuations have been 
reflected in changes in labour productivity during the 
last two years. During the first nine months of 1977 modest 
output growth was accompanied by an estimated decline 
of labour productivity of 2.8 per cent. In the corresponding 
period of 1978 the acceleration in the growth of manu- 
facturing output was associated with an increase of 3.6 per 
cent in output per person employed. Average hours 
worked, which had declined by 3.1 per cent in the first 
of the periods compared, increased slightly in 1978 (by 
0.7 per cent).? 


Construction is estimated to have grown by 9.8 per 
cent in 1978 compared with 8.9 per cent in 1977, while 
services rose by 5.2 per cent following a rate of 4.9 per 
cent in 1977. The marginal acceleration of the latter 
appears somewhat low in view of the marked acceleration 
of the combined output of agriculture and industry and 
a good year for tourism. Private consumption rose by 
5.0 per cent in 1978 compared with 4.8 per cent in 1977. 
Government consumption decelerated, increasing by 
2.5 per cent in 1978, compared with 5.5 per cent in 1977; 
this was partly due to the restrictive measures introduced 
by the Government in June 1978. 


In spite of a revival of government fixed investment 
which had declined in 1977, the volume of gross domestic 
fixed asset formation rose at a slightly lower rate in 1978 


1 Hourly earnings of workers in manufacturing rose by 21.8 per 
cent in the first half of 1978 compared with 23.2 per cent in the 
first half of 1977 over the corresponding months of the previous 
year. The average increase of consumer prices during the first half 
of 1978 (over the same period of 1977) was 13.3 per cent. 


A Employment data are based on a sample covering industrial 
units employing ten and more persons. 
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than in 1977. The volume of private fixed investment is 
estimated to have grown by 7.3 per cent in 1978 compared 
with 16.5 per cent in 1977. This marked deceleration was 
more than accounted for by investment in dwellings, the 
rate of which declined considerably after a spectacular 
increase in 1977. The volume of government fixed invest- 
ment rose by 1.1 per cent in 1978, following a decline of 
14.8 per cent in 1977. This increase would have been higher 
had it not been for the decision, in June 1978, to cut 
planned government investment by 10 per cent. 

The growth of foreign demand for Greek goods and 
services in volume terms has not yet been estimated, but 
it seems clear from the rate of increase in exports in 
current prices (over 15 per cent in the first 11 months) 
that, together with private investment, it has been the 
most dynamic component of total demand in 1978. 

The increase in the implicit price deflator of GNP is 
estimated provisionally to have been marginally lower in 
1978 than in 1977 (11.5 compared to 12.7 per cent in 
1977). However, consumer prices in the first eleven months 
of 1978 rose by 12.6 per cent compared with 12.1 per cent 
in the corresponding months of 1977. This refiected mainly 
a higher rate of increase of food prices, but the price 
freeze introduced by the Government in June 1978 
probably influenced prices in the second half of the year. 

According to provisional estimates * the rate of growth 
of GDP in Portugal in 1978 was less than 4 per cent com- 
pared with over 6 per cent in 1977. With the exception 
of agriculture, virtually every sector of output and demand 
participated in this deceleration, which took place during 
the second half of the year as a consequence of the 
restraining policies introduced at the beginning of 1978. 
The slowdown in the rate of growth of output was in 
line with the forecast given in the draft programme of the 
plan for 1978, which did not become operative due to 
the fall of the Government, but which envisaged most, 
if not all, of the restrictive policies implemented in 1978. 


Agricultural output rose by 4 per cent in 1978. This 
was only a partial recovery from the decline of 10 per 
cent in 1977. Several important crops (particularly cereals) 
have thus exceeded the level of production of the previous 
year, but are well below the average levels of the last 
decade. Partial data suggest a small decline in the fish 
catch by the relatively important fishing sector in 
Portugal. 


The output of mining and manufacturing is provi- 
sionally estimated to have risen in 1978 by some 3.8 per 
cent, well below the 9.5 per cent growth achieved in 1977. 
The index of industrial production reflects the deceleration 
in the growth of manufacturing; thus the quarterly 
growth rate for 1978 over 1977 was 10.5 per cent in the 
first quarter, 7.3 per cent in the second and 5.3 per cent 
for July-August. These data agree with the results of the 


a Programma do IV Governo Constitucional, Diario da Assem- 
bleia da Republica, 5 December 1978; and Ministerio do Plano, 
Situagao Econdmica en 1978. 
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TABLE 1.1 
Annual changes in output and prices, by sector, in selected south European countries 
(Percentage trend rate of growth and percentage changes over preceding year) 


Е И etree eRe eee EE О Eger rid SS at ele ae en se ay 


Trend rate Trend rate 
of growth of growth 
1960-1970 1975 1976 1977 1978 1960-1970 1975 1976 1977 1978 


Changes in output, at constant 


Greece Portugal 
prices 
GDP at factor cost PD 5.1 5.6 3.2 6.0 6.2 —4.7 6.6 6.5 3.4 
of which: 
Agriculture 2.9 57 —2.0 —4.9 7.8 1.3 —6.5 —1.5 —10.0 4.0 
Industry : 10.4 5.9 10.0 3.1 5.6 9.0 —8.8 4.3 10.4 3.8 
Construction ; 9.4 5.4 4.6 8.9 9.8 8.1 —15.7 5.0 11.0 5.0 
Services . 7.4 4,5 6.0 4.9 7 5.9 2.1 11.2 6.3 Pant 
Price changes: 
GDP deflator 2.8 2 14.6 12.5 re 3.1 16.2 15:7 25.5 25) 
Wholesale prices 6.8 14.04 13.7 10.22 Зе 19.3 28.8 27.54 
Consumer prices 13.4 13.3 12.1 12.65 20.4 19.3 De 22.2 
of which: 
Food 11.8 13.9 14.0 17:1 е 23.6 23 BMS PAST) 
Changes in output, at constant Spain Turkey 
prices 
GDP at factor cost 7.3 0.9 2.0 2.4 3.1 6.0 8.9 8.7 5.4 4.7 
of which: 
Agriculture 2.5 —1.4 2.0 —4.5 (hil 2.4 10.9 7.6 —0.5 Sal 
Industry . . 9.4 —0.4 3.3 4.0 DEG 10.1 9.0 10.3 10.8 4.8 
Construction . 10.2 —4.5 —2.5 —1.5 0.2 7.4 8.5 8.3 Shs) 5.6 
Services. . 1:5 58) 1.8 BD 3.0 7.1 7.8 8.6 5.9 4.5 
Price changes: 
GDP deflator 6.2 16.9 16.0 22.0 20.1 5.3 16.3 16.8 23.5 36.1 
Wholesale prices 12.6 15:3 yea 14.74 10.1 15.6 24.1 50.37 
Consumer prices 17.0 17.6 24.54% 19.7 20.1 15.3 28.4 50.35 
of which: 
Food 17.1 18.7 23.72 19.1 30.0 17.9 30.6 45.2%" 
Sources : Greece — Bank of Greece, Monthly Statistical Bulletin; Epiloghi, а As from this year, change of base. 


December 1978; OECD, Economic Outlook, No. 24, December 1978. Portugal — 
Instituto Nacional de Estatistica, Contas Nacionais; Ministerio das Finangas e 
do Plano, Relatério de ехесисао de 1978, Situagdo econémica em 1978. Spain — 
Instituto Nacional de Estadistica, La Renta Nacional en 1977 y su distribucion, 
Madrid 1978; Е! Pais, 17 December 1978; Banco de Espana, Boletin estadistico; 
Informacién Comercial Espanola, 1 February 1979. Turkey OECD Economic 
Surveys, Turkey, November 1978; Ministry of Finance, Yillik Ekonomik Rapor 
1978 (November estimates). 


quarterly enquiry on manufacturing carried out by the 
National Institute of Statistics which show a very sharp 
deterioration in the trend of production in consumer and, 
particularly, intermediate goods industries between the 
second and third quarters; for investment goods, the 
setback was less severe. The enquiry also shows that there 
has been a gradual weakening of foreign demand through- 
out the first three quarters of 1978. Capacity utilization 
remained low and virtually stagnant: it was 78 per cent 
in the first quarter, one point lower in the second and 
remained unchanged in the third. Towards the end of 
1978, the situation deteriorated further in textiles, foot- 
wear and furniture, but there was some improvement in 
chemicals, non-metal minerals, basic metals, rubber and 
drink. 

The deceleration of industrial production in Portugal 
follows the weakening of demand in 1977, influenced by 
declining real wages, and followed in 1978 by strong 
credit and monetary restrictions and a further, although 


> January-November. 

< Partly rebased by linking with old index after change of base year. 
а July-September. 

е May-July. 

7 August-October. 


smaller, decline in real wages. Portugal is exceptional in 
that the short-lived recovery of 1976-1977 was mostly due 
to higher investment: thus production levels in heavy 
and capital-goods industries were, and in many cases still 
are, higher than in consumer-goods sectors. 


The deceleration of output is also noticeable in the 
construction sector, where output rose in real terms in 
1978 by about 5 per cent. This increase was mostly due 
to civil construction, which is only now beginning to 
feel the effects of the credit restrictions to the public 
sector. The existence of large subsidies for housing credit 
also helped to support housebuilding.* 


Following the general trend of manufacturing, the 
output of public utilities grew by less than half the rate 
attained in 1977. The rate of expansion in the service 


4 The large increase in cement sales could be due to the existence 
of undeclared housing and also to technical changes in the cons- 
truction industry. 
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sectors also decelerated, from over 6 per cent in 1977 to 
less than 3 per cent in 1978. The indicators available show 
that the deceleration has been rather evenly spread among 
the different sub-sectors except for those linked to tourism, 
in which an acceleration seems to have been likely. 


Data on the evolution of the main components of 
demand are less certain at present than the estimates of 
output. Private consumption increased in real terms in 
1978 by 1.3 per cent, a little more than in 1977, but public 
expenditure may have risen in real terms by nearly 8 per 
cent. 


Fixed investment may have grown by 4 per cent, which 
represents a considerable deceleration on that of 1977. 
The deceleration has been particularly noticeable in 
imports of investment goods. The increase in stocks was 
also much smaller than in 1977. While in 1977 the fastest 
growing component of total demand had been investment, 
in 1978 the most dynamic sector was foreign demand 
with an expansion in real terms of about 15 per cent. 


The average rate of inflation in 1978, as measured by 
the new 1976-based index of consumer prices, was 22.1 per 
cent, slightly above the 20 per cent foreseen at the begin- 
ning of the уеаг.5 The prices of products subject to control 
because they were integral parts of the “basket of essential 
goods” increased by 21 per cent. There was a deceleration 
of price increases during the second quarter, but the 
quarterly year-on-year increases in the third and the 
fourth quarters again approached the rate in the first 
quarter (22.8 per cent). The policy of price control was 
less strict and was mostly limited to an a posteriori control 
on the prices of essential goods produced by large enter- 
prises. As measured by the GDP deflator, there was a 
deceleration of the inflation rate from a maximum of 
25.5 per cent in 1977 to 23 per cent in 1978. 


The rise in money wages has fallen behind the rate of 
price increase but the decline in real wages in 1978 was 
perhaps of 3 per cent, much below the 10 per cent fall 
in 1977.8 Higher import prices were much less important 
than in 1977 when they accounted for over one-quarter of 
the increase in the price deflator for total final expenditure. 


The employment situation in Portugal has continued 
to deteriorate. The Permanent Enquiry on Employment 
carried out for the National Institute of Statistics shows 
that total unemployment at the end of the first half of 
1978 was 9.6 per cent higher than one year earlier, the 
unemployment rate increasing from 7.1 to 7.9 per cent 
of the active population. As in other western countries, 
the young of both sexes, and women in general, are more 
adversely affected; thus, for the same period above, the 
unemployment rate for women increased from 9.3 to 
11.4 per cent and youth unemployment (those under 
30 years of age) from 14.2 to 15.4 per cent of active popu- 
lation. Unemployment benefits cover only a very limited 
number (less than 70 thousand) of those unemployed. 
Furthermore, the recession is having a negative effect on 
over-all activity rates which have declined from 44.6 per 
cent to 44.1 per cent. 


5 The component groups of the index increased fairly evenly 
but Group IV, household goods, increased faster (on account of 
increases in the price of domestic fuel). 


3 In Lisbon, in June 1978, average daily wages were 7.3 per cent 
higher than in December 1977, while consumer prices were 9.7 per 
cent higher. 


According to some estimates released at mid-Decem- 
ber,? GDP in Spain in 1978 increased at the relatively 
modest rate of 3.1 per cent, which nevertheless is well 
above the 1.1 per cent target rate set out in the “Moncloa” 
agreements and is somewhat higher than the 2.4 per cent 
growth in 1977. This greater than foreseen growth allowed 
a small expansion of domestic demand of 0.8 per cent 
(which contrasts with an expected marginal decline of 
0.6 per cent) and a spectacular improvement in the current 
balance (equivalent to 2.2 per cent of GDP) which ex- 
ceeded the 1.7 per cent target set out in the “Moncloa”ag- 
reements. Three-quarters of the total increase in output, 
therefore, were due to foreign demand and only one- 
quarter to domestic demand. Consumers’ demand 
increased slightly (by 1.5 per cent) under the stimulus of 
higher incomes in agriculture and rising real industrial 
wages during the second half of the year. Public consump- 
tion increased by 4.7 per cent. Gross fixed capital for- 
mation declined by 3 per cent, slightly more than that 
foreseen (2.5 per cent). The level of stocks declined by 
4 per cent. By far the most dynamic component of demand 
in 1978 was exports of goods and services which increased 
in volume at the same rate as in 1977, namely, by about 
13 per cent. 


Total primary sector output, which had declined in 
1977, is estimated to be nearly 8 per cent above that for 
the previous year (in spite of the crisis in the fishing 
sector).® 


Industrial output increased by 2.6 per cent, the increase 
being concentrated in the second half of the year and 
favourably influenced by higher agricultural incomes and 
foreign demand for goods and services. Growth was 
above average in energy production,!® food processing, 
clothing and footwear, chemical products for final- 
sumption, and consumer durables other than cars. There 
are, however, a number of branches in which production 
has declined, or continued to decline, such as basic metals, 
metal manufacturing, shipbuilding, investment goods and 
basic chemicals. The construction sector is estimated 
to have stagnated in spite of a modest increase (of 2 per 
cent) in the domestic consumption of cement. 


7 Data published in the press by a team of economists headed 
by Mr. Fuentes Quintana, economic adviser to the President of 
the Government. See Е! Pais, 17 December 1978. These data are 
roughly consistent with those given at the end of December by 
the Ministry of Economics except that the rate of growth of 
industry is higher than that given by the Ministry (1.4) and that 
for services lower than the figure quoted by Mr. Abril, namely 
3.5 per cent. 


& The fishing sector is relatively important т Spain giving 
direct employment to 150 thousand persons. Per capita fish 
consumption (23 kg per head) is about twice that of western 
Europe and treble that of the world. The unilateral decision of the 
EEC to extend territorial waters from 12 to 200 miles implies—in 
spite of the licences granted to the Spanish fleet—that the monthly 
tonnage of Spanish ships allowed into these waters has declined 
from 50 to 12 thousand tons. About 70 per cent of the Spanish 
fish catch originated in these extended territorial waters of EEC 
countries. See, E] Pais, November and December, 1978. 


® The monthly enquiry of the Ministry of Industry shows that 
the stock of finished goods started to decline from a record high 
in March 1978 and total orders in hand (after a record low in 
March) started to increase steadily from April 1978 up to the last 
available month of 1978 (October). Capacity utilization in the 
third quarter was 80 per cent, only two points above that of a 
year before. 


zo Electricity consumption in 1978 increased by 6 per cent 
confirming the expansion in industrial activity in the second half 
of the year. 
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The service sectors expanded by some 3 per cent in 
1978 under the stimulus of tourism, public consumption, 
financial activities and higher agricultural production and 
its effects on internal transport. The most laggard sector 
In services seems to have been domestic trade which has 
been affected by the virtual stagnation of private 
consumption. 


The slowdown in the rate of increase of consumer 
prices, which started in September 1977, has continued 
steadily during the first eleven months of 1978. The year 
to year rate of increase reached a high of 28.4 per cent 
in August 1977 and then declined to 15.6 in November 
1978, rising again in December to 16.5 per cent. Following 
good harvests, food prices have increased less than the 
average; the fastest growing items among the different 
components of the index have been “housing” (particu- 
larly of self-owned housing) and of “house goods and 
services”. The slowdown in inflation is also reflected in 
the GDP deflator which rose 22 per cent in 1977 and 20 per 
cent in 1978. 


The foreign sector had a moderating influence on price 
rises in 1978 (in part due to the revaluation of the peseta, 
vis-a-vis the dollar), the prices of imported goods and 
services rising by an estimated 12.5 per cent. 


Although the coverage of statistics on salaries is insuf- 
ficient, it would seem that the increase in the money 
earnings of workers gainfully employed has probably 
outstripped the limit of 22 per cent agreed upon last 
year. The seasonally adjusted index of hourly wages in 
September 1973 was 29.2 per cent above that of a year 
earlier; this compares with an increase of 16.9 per cent 
in consumer prices during the same period. However, the 
average number of hours worked per employee probably 
declined slightly in 1978 and the total wage bill has obvi- 
ously been influenced by the reduction of employment 
by 216 thousand persons between the third quarters of 
1977 and 1978. The number of unemployed, according 
to the Active Population Enquiry, has exceeded the one 
million mark and represents well over 7 per cent of the 
labour force. 


The growth rate of the economy of Turkey, which had 
started to slow down in 1977 when output expanded by 
5.4 per cent compared with 8.7 in 1976, further decelerated 
in 1978, GDP rising by only 4.7 рег cent.!2 This slowing 
down was mainly due to a sharp deceleration of industrial 
output which was affected by import restrictions and by 
the demand-restricting measures introduced from the end 
of 1977. 


The decline in output was to a certain extent limited by 
the moderate recovery of agricultural production which 
increased by 5 per cent after virtually stagnating in 1977. 
According to November estimates, the olive harvest 
doubled in 1978, while sugar-beet and sunflower pro- 
duction increased by 8 and 21 per cent respectively. The 
cereal harvest, and fruit and vegetable production are 


11 The increase in unemployment foreseen in the “Moncloa” 
agreements was 100 thousand persons. Declining activity rates 
reflect the existence of an increasing number of “discouraged 
potential workers”. The number of discouraged workers is obvi- 
ously unknown, but it has been estimated recently at some 
600 thousand (November seminar of the Ministry of Economy 
on “Present problems of the labour economy”. See, E/ Pais, 
26 December 1978 and 7 November 1978.) 


12 State Planning Organization, $.Р.О., 1979 Programme, 
Ankara, 1978. 


estimated to have remained at the same level as in 1977, 
although the grape and hazelnut crops fell by 15 and 7 per 
cent respectively. The cotton crop also declined, by some 
10 per cent.1$ Stocks of agricultural products declined due 


to a very large increase in sales abroad of previous 
surpluses, 


Industrial production increased in 1978 by 4.8 per cent 
compared with 10.7 per cent in 1977 and a target rate of 
8.0 per cent. This substantial slowing down in industrial 
production was mainly due to the manufacturing sector 
which grew by only 2.6 per cent compared with a target 
rate of 8.5 per cent. Within the manufacturing sector, 
the output of consumption and intermediate goods 
expanded by 4.1 and 4.6 per cent respectively, more than 
in 1977, but the output of investment goods dropped by 
8.3 per cent. 


The roots of the present industrial recession partly lie 
in the weakness of manufacturing branches producing 
intermediate and capital goods. Due to the low level of 
stocks and increasing import restrictions, bottlenecks 
appeared during 1978 which led to low capacity utilization 
and higher unemployment. Low capacity utilization has 
also discouraged investment. 


The position of major branches was, however, very 
different. Thus, for instance, the textile industry (which 
is Turkey’s traditional growth sector and together with 
agriculture the biggest foreign exchange earner), is still 
working at relatively high capacity levels (70 per cent) 
compared to less than 50 per cent for industry as a whole. 
In contrast with textiles stands the steel industry where 
the present level of capacity utilization (40 per cent) is 
low and where import restrictions and endemic shortages 
of coking coal have frequently restrained output. 


Construction output was sluggish in 1978. However, 
cement production and demand grew almost at the same 
rates as in 1977. Production increased by 10.8 per cent and 
consumption by 9.3 per cent, exports almost trebling. 


The most important feature of the Turkish economy 
in the last year considered from the point of view of the 
broad sectors of demand, has been the decline of the 
current deficit from 7.1 per cent of GNP in 1977 to 2.6 in 
1978. This reduction was associated with a weaker growth 
of domestic demand, particularly of fixed investment 
which declined by 12 per cent compared with a 10 per 
cent increase in 1977. Public investment fell much more 
sharply than private investment due to budgetary restric- 
tions. Investment fell from 23 per cent of GNP in 1977 to 
less than 20 per cent in 1978. Consumption, however, 
increased by 4.1 per cent, reflecting the fact that the 
consumption-oriented policies of the past are still influ- 
encing the economy in spite of recent policy changes. The 
growth of public consumption, which was 15 per cent in 
1977, fell sharply to 1.3 per cent in 1978, but private 
consumption expanded by 4.7 per cent, about the same 
rate as in 1977. Exports of goods and services and private 
consumption have thus been the most dynamic compo- 
nents of total demand. 

The main stimulus for increased consumption came on 
the one hand from the higher agricultural incomes 
(deriving not only from output growth but also from sales 
of stocks) and, on the other, from an increase in real wages 
in industry. It would seem that the “social contract”, 
signed between the government and the Turkish Labour 


18 Finance Ministry, 1978 Economic Report, Ankara, 1978. 
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Confederation (the biggest trade union in Turkey) has 
had little impact. According to this contract, nominal 
wage increases would not exceed the rate of inflation, but 
in late August three major public sector unions were 
granted pay increases of 100 per cent. 


According to the State Institute of Statistics, unemploy- 
ment continued to increase in 1978 and accounts for 
13.9 per cent of the labour force. One of the reasons for 
rising unemployment is the virtually lost safety valve of 
emigration. Up to 1975, around 60,000 workers went to 
western Europe annually. In 1977 and 1978 the figure was 
down to around 10,000. 

The evolution of the two island economies of southern 
Europe, Cyprus and Malta, stand in sharp contrast with 
the major four in that high rates of growth of output have 
been maintained in both countries. 


The growth of GNP in Cyprus declined from the excep- 
tionally high rate of 19.4 per cent in 1977 to 8.0 per cent 
in 1978. This was partly due to a decline in agricultural 
output and partly to a relatively restrictive monetary 
policy pursued in the course of 1978. 


The decline of the volume of agricultural output by 
2.2 per cent in 1978 compares with virtual stagnation in 
1977. The volume of manufacturing output rose by 9.5 per 
cent in 1978 compared with 15.5 per cent in 1977. 


Services rose by 6.8 per cent in 1978 compared to 
18.8 per cent in 1977. The deceleration was largely due to 
wholesale and retail trade which has by far the largest 
weight in total services. 

All the main components of domestic demand, except 
for general government final consumption expenditure, 
grew less in 1978 than in 1977. Exports of goods and 
services declined. Private final consumption expenditure 
rose by 10.6 per cent, compared with 18.2 per cent in 
1977. General government final consumption expenditure, 
however, rose by 28.8 per cent in 1978 compared with 
23.9 per cent in 1977. The volume of gross domestic fixed 
capital formation rose by 19.5 per cent in 1978 compared 
with no less than 66 per cent in 1977. This marked decele- 
ration of investment was the net outcome of a series of 
divergent movements. Investment in dwellings is estimated 
to have risen by 50.2 per cent in 1978 compared with 
60.4 per cent in 1977, while that in non-residential building 
and other construction declined. Investment in machinery 
and other equipment declined by 22.7 per cent in 1978 
following an increase by 73.1 per cent in 1977. 


Exports of goods and services at constant prices declined 
by 8.7 per cent in 1978 following an increase by 18.2 per 


cent in 1977, while the volume of imports of goods and 
services rose by 7.4 per cent in 1978 compared with 
30.1 per cent in 1977. The outcome was a further increase 
in net borrowing from the rest of the world (from 3 per 
cent of national expenditure in 1976 to 8 per cent in 1977 
and 14.6 in 1978). The deceleration in the growth of out- 
put was associated with a decline in the rate of price 
increase. The implicit price deflator of GDP rose by 
7.2 per cent in 1978 compared with 8.6 per cent in 1977. 


In Malta, total output expanded by some 11 per cent 
in 1978, an acceleration on the growth rate in 1977. 
Agricultural production fell by 10 per cent in current 
prices (with perhaps a decline of about 7 per cent in 
volume), mainly because of a high incidence of iivestock 
disease. Manufacturing output expanded in current prices 
by 17 per cent; taking into account the lower rate of 
price increase in 1978, this should imply a slightly faster 
rate of increase in volume terms than that of 1977. The 
very important textiles branch continued to expand but 
more slowly than in the recent past: capacity expanded 
less and foreign demand was affected by import restric- 
tions introduced in 1978 by the United Kingdom and other 
EEC countries. Most service sectors expanded in 1978 
faster than in 1977 and were stimulated by a high level 
of activity in the tourist sector. 


The main change in the pattern of demand in 1978 was 
a decline in investment (by 1.8 per cent in current prices) 
which follows a deceleration in 1977. For the second 
consecutive year, the investment ratio declined, from 
27.5 per cent in 1976 to 26 per cent in 1977 and 22 per 
cent in 1978. Both consumption and exports of goods and 
services increased in real terms less rapidly than in 1977. 
The increase of output was largely reflected in a reduction 
of the deficit on goods and services from 14.5 per cent of 
GDP in 1977 to 6.3 per cent in 1978. Private demand 
expanded in current prices by 9.7 per cent (near to 6 per 
cent in real terms), somewhat less than public consump- 
tion which increased in 1978 by 12.6 per cent in money 
terms. 


In spite of the decline in investment expenditure (the 
negative effects of which are normally felt with a time- 
lag), employment in manufacturing increased by 4.5 per 
cent and unemployment declined to 3.5 per cent of the 
labour force. 


Inflationary pressures moderated in Malta during 1978. 
The implicit GDP deflator for 1978 was only 3.6 per cent. 
The retail price index increased by 4.7 per cent compared 
with 10 per cent in 1977. 


2. TRADE AND PAYMENTS 


Trade data by commodity group for Greece cover only 
the first five months of 1978 and refer to payments, not 
to customs based data (1.е., not to goods actually crossing 
national frontiers). These data indicate a smaller increase 
‘in the dollar value of imports compared with the corre- 
sponding period of 1977. All major commodity groups 
shared in this deceleration, except for imports of food, 
which had experienced a relatively low rate of growth 
during the first five months of 1977. 


There was also a deceleration of export receipts largely 
due to food, beverages and tobacco (which together 
accounted for 33 per cent of the total in the first five 
months of 1978), as well as textiles (19 per cent of the 
total). Significant exceptions were petroleum products and 
cement, exports of which grew faster than in the first 
five months of 1977. 


Official payments data covering the first eleven months 
of the year have been recently released.1* These show that 
the trade deficit increased, over the same period of 1977, 
by $491 million. The dollar value of imports increased 
by nearly 15 per cent and that of exports by nearly 16 per 
cent, both very close to the rates of increase in the previous 
year. 


The widening of the trade deficit was partly offset by 
an increase of $390 million in net earnings from invisibles, 
mainly due to a rapid increase of net earnings from 
travel. The slightly higher current deficit in the first eleven 
months of the year, $1.17 billion compared with $1.07 bil- 
lion in 1977, was entirely financed by a net inflow of 
capital. For 1978 as a whole the current account deficit 
is estimated at $1.5 billion compared with $1.3 billion 
in 1977. 


The difficult foreign payments position of Portugal 
towards the end of 1977 and the consequent search for 
foreign sources of finance under the stringent conditions 
stipulated by the International Monetary Fund, made the 
reduction of the current account deficit the first priority 
of policy in 1978.15 Data for the first nine months of the 
years and estimates for the last quarter indicate that the 
current account deficit was reduced substantially from 
$1.5 billion in 1977 to $0.9 billion in 1978, or from 
9.2 per cent of GDP (at market prices) in 1977 to 5.1 per 
cent in 1978. The reduction of the deficit began as from 
the second quarter, a record deficit of $459 million being 
registered during the first quarter. The contribution of the 
trade balance to the improvement in the current balance 
is relatively minor as the f.0.b. trade deficit is expected to 
decline by 4.5 per cent (or about $100 million). The volume 
of imports increased slightly (by about 1 per cent against 
a target of a 4.8 per cent decline) but this was offset by 
an increase in exports which exceeded the target increase 


14 Express-Hellenews, No. 117, 11 January 1979. 

15 The target agreed in a “performance clause” was the reduction 
of the current deficit between April 1978 and March 1979 to 
$1 billion. 
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of 6.5 per cent in volume. In dollar terms imports increased 
by 6.5 per cent and exports by 20 per cent. 


The service deficit is expected to remain virtually 
unchanged in spite of a very favourable year for tourism 
in which net receipts increased by over $150 million 
(i.e. by more than 57 per cent). The greater income from 
tourism was offset by greater transport and, particularly, 
by interest payments, resulting from the increasing 
foreign debt of the country.!¢ The improvement of the 
current balance therefore mostly reflects the increase in 
net private transfer by some $450 million, which was due 
to soaring emigrants’ remittances. The over-all balance- 
of-payments deficit should be considerably less than the 
current balance because of the increase in long-term 
capital inflow.’ 


Customs data for the first ten months of 1978 indicate 
a trade deficit of $2,305 million compared with $2,176 mil- 
lion in 1977. The deficit thus increased by about 6 per 
cent in terms of dollars and by 16.4 per cent in national 
currency; the export cover ratio rose from an average 
40 per cent between January and October 1977 to 45 per 
cent in 1978.18 


According to some provisional targets for the foreign 
sector, Portugal’s trade balance should not change 
greatly in 1979 (in dollar terms) in spite of an increase 
of $80 to $100 million in the import bill resulting from the 
higher price of oil. 


As mentioned before, the evolution of the external 
sector in Spain throughout 1978 was extremely favourable. 
Foreign demand for goods and services increased rapidly, 
while domestic demand for foreign goods and services 
declined. As a result it has been estimated, on the basis of 
data for the first ten months of 1978, that the current 
balance in 1978 should close with a surplus of over $1 bil- 
lion compared with a deficit of $2.5 billion in 1977 and 
$4.3 billion in 1976.13 This swing of $3.5 billion, equivalent 
to more than 2 per cent of GDP, results from a reduction 
of around $1.9 billion in the trade deficit (resulting from 
an increase in the current dollar value of imports of 2.3 per 
cent and of exports of 21.6 per cent), an increase in the 


16 At the end of 1977 the foreign debt was $4.5 billion (i.e. 
28 per cent of GDP); in 1978 it increased by $1 billion. 

17 The streamlining of administrative procedure for authorizing 
foreign investment and changes in the expectations of foreign 
investors brought about some recovery of foreign investment in 
1978. During the first half of 1978, 40 out of a total of 141 foreign 
investment projects were authorized by the Institute for Foreign 
Investments; six projects were rejected and 95 are still under 
study. The projects accepted represented about $14 million total 
investment (i.e. including reinvestment of profits). 

18 The average depreciation of the escudo in relation to the 
dollar in the period January to September 1978 was more than 
13 per cent over the corresponding months of 1977, but for the 
year as a whole it could be somewhat less. 

19 Ministry of Trade and Tourism, Informacion Comercial 
Espanola (weekly), No. 1655, 21 December 1978. The favourable 
trade returns for November suggest that the current surplus will 
be nearer the upper end of the $925-1,130 million range given in 
this source. 
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net surplus of services by nearly $1.3 billion, and an 
improvement of $0.3 billion in net transfers. The improve- 
ment in the current balance is not fully reflected in the 
over-all balance (of $0.4 million) due to a reduction in the 
net inflow of long-term capital entirely accounted for by 
anticipated repayments of public debt which offset an 
increase of over 54 per cent in net private long-term 
capital inflows.?° 


The data quoted above are influenced, particularly for 
the service and capital items, by the existence of “leads” 
and “lags” in receipts and payments and which somewhat 
overstate the extent of the improvement. But apart from 
the almost stagnant situation of domestic demand there 
have been several special factors which have played an 
important role in improving the balance of payments. 
Output growth has centred on the agricultural and service 
sectors in which the share of imported inputs is consid- 
erably lower than in the industrial sector. Similarly, on 
the demand side the most depressed component (industrial 
investment) is the one in which the share of imported 
inputs is the largest. Moreover, favourable weather has 
not only resulted in improved domestic food supply but 
also in lower demand for imported fuels, since the favour- 
able rainfall pattern has allowed a substantial increase 
in the utilization of domestic hydro-power capacity. 
Finally, the high level of interest rates has discouraged the 
maintenance of excessive levels of stocks. 


The improvement in the service balance centred on 
tourism. Net tourist receipts in 1978 are estimated at 
nearly $4.8 billion,?? an increase of 37 per cent on 1977. 
The outflow of investment income increased by about 
$340 million as a result of the rapid increase in foreign 
debt in recent years. Net payments for technical assistance 
and royalties, in contrast with past experience, grew very 
little. The increase in the positive balance on transfers 
(by 30 per cent or over $0.3 billion), which follows 
virtually four years of stagnation, is difficult to explain 
but, according to the Ministry of Trade, it could be due 
in part to the higher levels of domestic unemployment 
(which have prompted an increase in family aid) and in 
part to the higher interest rates prevailing in the domestic 
market. 


The available trade data (on a customs basis) cover the 
first eleven months of 1978. These show an increase of 
imports (in current dollars, c.if.) over the same period of 
1977 of 4.1 per cent (7.3 per cent in pesetas) and an 
increase of exports of 27 per cent (31.2 per cent in pesetas). 
As a result of these changes the customs-based deficit 
declined by $1.8 billion, the improvement being almost 
exclusively due to trade in manufactured goods. The 
(January-November) export cover ratio has improved 


20 Part of the reduction of the current deficit as measured in 
pesetas in the national accounts is due to the improvement in the 
terms of trade. The implicit price index of exports of goods and 
services for 1978 is 114.3, while for imports the index is 112.5, 
The peseta appreciated on average in November by over 3 per 
cent in respect to the dollar. 


31 Tourist payments are very much undervalued (see Ministry 
of Trade, La Balanza de Pagos de Ебрайа 1977). The number of 
Spaniards going abroad in 1978 (about 11 million in 1978) is 
growing faster (by over 18 per cent) than the number of foreigners 
going to Spain (40 million in 1978) or an increase of about 16 per 
cent. The share of tourist receipts in GDP was 4.9 per cent in 
1971 and 2.9 per cent in 1976. Payments for tourism represented 
8.1 per cent of receipts for tourism in 1962-1965 and 12 per cent 
in 1974-1977. Informacion Comercial Espanola, No. 1658, 
11 January 1979. 


considerably during the last three years from 48.5 per cent 
in 1976 to 55.8 in 1977 and 68.1 in 1978. Through 1978 
imports tended to accelerate and exports to decelerate, 
but the year-on-year monthly rate of increase in exports 
continued to be very high in the second half of 1978 and 
the stock of export orders has remained high. The decline 
in the competitivity index®2—of 17 per cent between 
July 1977 and October 1978—has not yet been reflected in 
the annual rates of growth of exports or in the level of 
export orders. 


No major changes occurred in the destination of 
Spanish trade in 1978, but, as in recent years, trade with 
the oil exporting countries generally increased faster than 
average. Among the industrial countries trade with the 
EFTA countries grew less than average but this trend 
should probably be reversed by the trade agreement signed 
between the EFTA countries and Spain in November 1978. 


The official forecast for foreign payments in 1979 is 
that the volume rate of growth of exports of goods and 
services will decelerate (from 13.5 to 7.2 per cent) while 
the volume of imports of goods and services, which 
declined in 1978 by 1.9 per cent, should increase by 8 per 
cent. As a result the current balance is expected to be 
virtually in equilibrium (i.e., a deficit of less than 0.1 per 
cent of GDP). The forecast seems slightly optimistic for 
imports, particularly if the expected 4.8 per cent increase 
of national product is achieved and is accompanied by a 
normal replenishment of industrial stocks.** The foreign 
reserves, however, are high (about $10 billion in December 
1978), so that even if the current deficit is larger than 
forecast, the foreign sector is unlikely to re-emerge in 
1979 as a constraint on growth.” 


In Turkey the stabilization measures taken by the 
government since the beginning of 1978 have had the 
desired results in the external sector. The current account 
deficit declined by almost 62 per cent, from $3.4 billion 
to $1.3 billion which is even lower than the target of 
$1.9 billion. However, this was mainly the consequence 
of a rigid control on imports rather than an upsurge in 
exports. According to the November estimates of the 
State Planning Organization, the trade deficit decreased 
by 44 per cent (from $4,042 to $2,250 million), exports 
increasing by 28 per cent and imports declining by 22 per 
cent. After the March devaluation, exports increased and 
accelerated from July on. Of the increase in the value of 
total exports, 90 per cent was accounted for by agricul- 
tural exports. The latter increased by 43 per cent (of 
which 31 per cent was contributed by cereals, and 37 per 
cent by cotton and tobacco). Industrial exports increased 
only by 10 per cent in value terms as the output of most 
manufacturing branches slowed down or declined due 
to bottlenecks deriving from the tight foreign payments 


: a The index measures the net effect of changes in differential 
inflation and exchange rates in relation to Spain’s main trading 
partners. See I.C.E. (weekly), No. 1655, 21 December 1978. The 
index reached a record high of 112.5 in July 1977 and a low point 
of 93.8 in October 1978. The stock of export orders has followed 
the index rather closely in the past. 


3 The one aspect on which official forecasts are in general 
more pessimistic than those of the private sector concerns the 
estimate of the additional costs arising from the Abu Dhabi oil 
price increase. Official sources estimate the additional bill at 
$600-700 million; private sources (Bank of Bilbao) put it at 
$260 to $325 million. 


24 It is likely that the effect of leads and lags will be reversed in 


md A deficit equivalent to 1 per cent of GDP could be financed 
easily. 
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situation. In 1978 exports of textiles remained at a high 
level but did not increase, partly because of quotas 
imposed by the EEC. Exports of textiles constitute more 
than 80 per cent of Turkey’s exports of manufactures to 
western Europe. 


Partly as а .esult of the increase of agricultural pro- 
duction, agricultural imports fell in value terms by 76 per 
cent and total industrial imports fell by more than 20 per 
cent. The sharpest fall in imports was of rubber and 
plastics, iron and steel, machinery equipment and motor 
vehicles. Imports of petroleum products, chemicals and 
metal products were the only items showing some increase 
in value. 


The net invisible surplus increased by 47 per cent (from 
$646 million in 1977 to $947 million in 1978). This was 
partly the effect of the restrictions imposed on travel 
abroad by Turkish citizens, which is allowed only once 
in two years (from 1979 on it will be once in three years), 
and partly the large increase in the number of foreign 
tourists who visited Turkey during 1978. There was a 
swing in net receipts from tourism of over $200 million, 
from a debit of $64 million in 1977 to a surplus of 
$140 million in 1978. Workers remittances virtually 
stagnated at a level of $974 million. In 1978 interest 
payments were also higher, reflecting the increase in 
foreign debt servicing. 


Trade and payments developments in the two island 
economies were rather different from each other. In 
Cyprus the marked deceleration in the growth of output 
was reflected in a reduction of the rate of growth of 
imports. In the first seven months of 1978 the value of 
imports in national currency rose by 12.4 per cent com- 
pared with 62.9 per cent in the first seven months of 1977. 
The large increase of investment in transport led to a 
particularly fast rate of growth of imports of machinery 
and transport equipment. Imports of miscellaneous 
manufactured goods rose by 34.4 per cent in the first seven 
months of 1978 compared with an increase of 56.7 in the 
corresponding months of 1977. The value of imports of 
food, beverages, tobacco, crude materials other than fuel, 
and chemicals declined in the course of the first seven 
months of 1978 over the corresponding period of 1977. 


The value of exports (in national currency) in the first 
seven months of 1978 declined by 11.2 per cent, following 
a year-on-year increase of 43.4 per cent in the correspond- 
ing months of 1977. All the major groups of exports 
shared in this decline, except miscellaneous manufactured 
articles which increased by 41.3 per cent compared with 
67.1 per cent in the corresponding months of 1977. The 
decline of agricultural output was reflected in the decrease 
of exports of food and live animals, which carry the most 
important single weight in the total, during the first seven 
months of 1978. 


The volume of commodity exports in the first nine 
months of 1978 increased by 39.5 per cent over the 
corresponding period of 1977, compared with a rise of 
0.1 per cent in the first nine months of 1977. The decline 
in the value of exports on the same period was due to a 
decrease in unit values. The volume of commodity imports 
in the first nine months of 1978, over the corresponding 
months of 1977, rose by 22.1 per cent compared with 
20.3 per cent in the first nine months of 1977. As unit 
values remained practically stable, the increase of the 
value of imports was almost entirely due to a rise in their 
volume. The terms of trade deteriorated by 10 per cent 


in the first nine months of 1978 compared with a decline 
of 2.5 per cent in the corresponding period of 1977. 


According to provisional estimates of the balance of 
payments in 1978, the widening of the trade deficit was 
partly offset by a rise in net invisible earnings, presumably 
due to higher net travel receipts. The net outcome was 
an increase of the current account deficit from $88 mil- 
lion in 1977 to $154 million in 1978. Net borrowing 
abroad has therefore increased very rapidly from 8 per 
cent of GNP in 1977 to 14.6 in 1978. 


The high rates of growth attained in recent years in 
Malta have been, in great part, sustained by a rapid 
expansion of trade. According to the estimates of the 
Economic Division of the Office of the Prime Minister in 
January 1979, based mostly on the first nine months of 
1978, commodity imports in national currency increased 
by 1.1 per cent, while the value of exports increased by 
nearly 9 per cent (the latter nevertheless represents a 
considerable deceleration from the 25 per cent rise in 
1977). As a result of these changes the estimated trade 
deficit declined from 95.8 million Malta pounds in 1977 
to £M 87.6 in 1978, and the export cover increased from 
52 per cent in 1977 to 57 per cent in 1978. 


The decline in the trade deficit was accompanied by a 
considerable improvement in the service surplus in 1978, 
mostly as a result of an increase of 45 per cent in income 
from tourism. As a result, the deficit in trade and services 
declined from £M 15.5 million in 1977 to £M 1.2 million 
in 1978. The transfer account surplus declined slightly 
due to a large fall in private transfers which was not fully 
offset by greater net official transfers. The current surplus, 
including transfers, thus increased from £M 19.5 million 
in 1977 to £M 32.1 million in 1978. This surplus represents 
4.5 per cent of estimated GDP in 1978 and brings net 
lending abroad to 6.3 per cent of GNP. 


Table 2.1 sets out in a condensed way a number of 
ratios which allow an over-all comparative view of the 
main characteristics of the balance of payments of the 
south European countries.25 Leaving aside the island 
economies of Cyprus and Malta, it is clear that the trade 
deficit still accounts for a large share of GDP and a 
persistent structural feature in all of these countries. The 
increase in the ratio of the trade deficit to GDP from the 
first to the second period was largely the consequence of 
the price increases for petrol and raw materials in 1974 
and 1975. The increase in this ratio between the first and 
second period was particularly noticeable in the largest 
countries and much less so in the island economies and 
in Greece. The ratio has declined in Spain and Turkey, 
while in Greece, Portugal and Yugoslavia it has remained 
higher than in the pre-1974 recession period. 

To a large extent the evolution of the first current 
balance ratio reflects fluctuations of the trade balance, 
but the deterioration of the ratio generally occurred later 
than the worsening of the trade balance ratio due to the 
lagged effect of the recession on emigrants’ remittances 
and net tourist expenditure. Thus, while for the trade 
balance the ratio peaked for the three larger countries 
(Portugal, Spain and Yugoslavia) in 1974, for Greece in 
1973 and for Turkey in 1975, the current balance ratios 
reached their highest values for most of the major coun- 


25 See also, Economic Commission for Europe, Economic 
Bulletin for Europe, vol. 29, New York, 1977, chapter 2. 


58 Recent economic developments in southern Europe 


TABLE 2.1 
Foreign payments of southern Europe: selected ratios 
(Percentages) 


1971-1973 1974-1976 1977 1978 1971-1973 1974-1976 1977 1978 
IS 


Cyprus Greece 
Trade balance/GDP..... —21.3 —23.8 —25.7 —32.6 —11.6 —12.0 —12.2 —12.5 
Current balance/GDP ... . —4.7 —5.2 —8.9 —12.8 —4.5 —5.4 —4.9 —4.9 
Current balance/ 
Exports of goods ..... —27.4 —27.1 —28.9 —51.9 — 66.0 — 56.6 — 50.6 —47.9 
Total transfers, net/ 
‘Eradeydeficit at в vee 11.3 37.4 28.6 Ae 39.2 29.7 29.2 
Net services/Trade deficit .. 68.2 42.2 36.8 we 2307 25.2 30.4 
Gross tourist income/ 
паче дейст ara 29.2 19.8 22.9 i 26.4 257) 31.0 
ООО Е LO Ci ре р Е Е РИ i Oe а Е 
Майа Portugal 
Trade balance/GDP.... . —37.2 —37.7 —28.2 —21.0 —8.3а —13.1 —15.2 —13.4 
Current balance/GDP... . Tall 10.7 10.0 11.3 3.62 —6.4 —8.9 —5.1 
Current balance/ 
Exports of goods ..... 22.1 31.3 28.2 53.8 22.8 а —48.9 —72.7 —38.7 
Total transfers, net/ 
radexdeficiteus.w) Santee 33.8 28.4 30.2 33.3 120.3 а 55.5 45.3 66.1 
Net services/Trade deficit .. 88.2 102.9 98.0 120.5 22.6 4 —8.85 —4.1 —5.5 
Gross tourist income/ 
rade ndericl meta еее 30.2 43.3 Slee} 86.6 58.7 а 21.3 16.1 17.6 
Spain Turkey 
Trade balance/GDP..... —4.4 —7.4 —5.4 —3.0 —3.0 —6.8 —7.2 —3.7 
Current balance/GDP... . 1.3 —3.7 —2.1 0.7 1.3 4.0 —7.0 —2.2 
Current balance/ 
Exports of goods ..... 18.2 —45.9 —23.1 8.0 21.4 —47.6 —189.8 — 57.8 
Total transfers, net/ 
iradedeficitarmre i ars eine 41.9 15.8 18.5 34.1 176.4 58.2 32.4 47.6 
Net services/Trade deficit . . 89.9 33.5 42.1 89.7 —29.6 —16.6 —30.0 —5.3 
Gross tourist income/ 
По aman meant 109.8 44.8 64.6 123.7 22.4 8.2 6.0 9.8 


Yugoslavia Southern Europe 


Е ae Mt Vit Cea! а Gk a: aa. ree 


Trade balance/GDP..... —6.8 —9.3 —8.2 —8.6 — 6.19 —8.6 —7.8 —5.7 
Current Ба]апсе/ СОР. ... 2.8% —4.1f —4.0 —2.9 0.69 —3.8 —4.1 —1.4 
Current balance/ 

Exports of goods .... . 17.8 @ —28.3 7 —32.8 —25.7 6.89 —41.3 —45.4 —16.5 
Total transfers, net/ 

ade deficit aly n teas de: 75.9 с, а 56.64 40.64 30.84 70.19 41.0 36.8 39.4% 

Net services/Trade deficit . . 151.16 106.4 е Tike 66.4 ¢ 63.6 &9 31.8 ¢ 27.8 е 49.2 в, № 
Gross tourist income/ 

таЧе Чен aa amen mee 47.9 31.3 24.8 28.2 60.49 31.3 34.5 55.0” 


OO eS ES 


Sources : National sources; OECD, Economic Surveys, Paris; International 4 Remittances as а i 
Monetary Fund, Balance of Payments Yearbook, December 1978. j и ТЕХ х Se ean a 

Note : In the above ratios, GDP is at market prices. Yugoslavia: services include private net transfers. 

@ 1972-1973. 7 1974-1975. 

> 1975-1976.  Ехсш4т8 Portugal in 1971. 


© 1971 and 1973. ^ Excluding Greece and Cyprus. 
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tries (Portugal, Turkey and Yugoslavia) in 1977 and for 
Spain in the second half of 1976 and the first half of 1977. 
As for the first ratio, Greece has been an exception insofar 
as the ratio reached a peak in 1973 and then declined 
rapidly to stabilize at nearly 5 per cent of GDP. 


The third ratio of table 2.1, current balance/exports 
of goods, defines the main difference between the group 
of southern countries and the more economically advanced 
deficit countries of industrial western Europe and the 
consequently greater difficulties of adjustment for the 
south European countries. For the advanced industrial 
deficit countries this ratio reached a maximum of 4.8 per 
cent of-exports in 1974 and a second highest value of 
3.3 in 1976. For southern Europe the percentage reached 
a maximum of 46.5 in 1975, i.e. it was roughly ten times 
larger than in the first group of countries. The obvious 
implication of this ratio is that while a moderate increase 
in the exports of the more advanced industrial western 
countries allowed them to eliminate most of their current 
deficit, the south European countries would need to 
nearly double their commodity exports, a virtually 
unattainable target in the short run. The improvement in 
this ratio in these countries in recent years (1976-1977) 


has, not surprisingly, originated in most cases in a curtail- 
ment of import growth and in an improvement of the 
invisible balance rather than an acceleration in the growth 
of their commodity exports. 


The next two ratios in the table bring out the great 
difference in the payments situation of these countries 
before and after 1974. During the earlier period, four of 
the five largest south European countries (the exception 
is Greece) had current account surpluses which originated 
in the fact that their services and transfer balances together 
exceeded their respective trade deficits. The worst year 
for the region as a whole is again 1977 in which net 
services and transfers covered less than two-thirds of the 
trade deficit, but in 1978 this was a noticeable improve- 
ment, particularly in Spain and Turkey, and the combined 
surplus on services and transfers covered nearly nine- 
tenths of the trade deficit, which, it should be stressed 
again, has diminished as a result of slow import growth. 

The last ratio shows the relative importance of earnings 
from tourism in each of these countries (much greater 
for Spain and Malta than for the others) and the slow 
recovery in the relative importance of these earnings after 
the 1974 recession in Portugal, Turkey and Yugoslavia. 


3. PROSPECTS AND POLICIES 


Economic policy in Greece achieved its main targets 
in 1978, namely a relatively high rate of growth of output, 
a reduction in the rate of inflation and a limited increase 
of borrowing abroad. The monetary policies allowed 
sufficient credit expansion to maintain a satisfactory 
growth of productive investment and of total domestic 
demand. 


Assuming that the output of agriculture will grow by 
3 per cent in volume in 1979 and that the rate of growth 
of the other major sectors of the Greek economy remain 
about the same as in 1978, gross domestic product may 
grow in 1979 by 5 to 6 per cent. According to the draft 
budget, government investment expenditure, in current 
prices, is expected to grow faster than government current 
expenditure in 1979. Monetary policy is expected to move 
to a slightly less expansionary stance. Both the volume of 
consumption (because of a lower rate of growth of private 
consumption) and that of fixed investment are forecast to 
grow at a lower rate in 1979 than in 1978. 


As was mentioned previously the foreign payments 
difficulties of Portugal became increasingly acute towards 
the end of 1977 and required a programme of foreign 
support which was conditional on the acceptance of a 
stabilization programme agreed between the Government 
of Portugal and the IMF. This agreement was embodied 
in the “declaration of intent” letter from the Portuguese 
authorities, dated 8 May 1978.26 The revised general 
targets of the Plan for 1978 were published only in June 
1978 and the main policy lines and targets incorporated 
those agreed with the IMF. The most pressing objectives 
were the reduction of the current account deficit to 45 bil- 
lion escudos, the reduction of inflation to around 20 per 
cent, and the avoidance of further increases in unemploy- 
ment. As a result of the restrictive monetary, credit and 
fiscal policies introduced (the fiscal changes implied a 
reduction in demand equivalent to 2 per cent of GDP), 
the rate of growth of GDP was expected to fall to 3 per 
cent. 


As mentioned above, the planned rate of growth of 
output was exceeded on account of a recovery in agricul- 
tural production and a better than expected performance 
in the construction and service sectors. 


The degree to which the targets were achieved varied 
a great deal. It is clear that the current balance-of- 
payments’ target has been met. The inflation target of 
20 per cent has been exceeded by 2 points and the unem- 
ployment rate continued to increase. Monetary and credit 
ceilings were exceeded as a result of the limits for the 


26 The letter stated the intention to bring down the current 
balance-of-payments deficit to $1 billion (between April 1978 and 
March 1979). The escudo was devalued by 7 per cent in May 
(and left in a crawling peg). Discount rates were raised in May 
by 5 percentage points, strict limits were announced for money 
credits and individual ceilings for total credit and credits to the 
public sector. The deficit of the public sector was fixed at 6 per 
cent of GDP. Subsidized prices were raised, wage increases limited 
to a 20 per cent maximum, and trade restrictions gradually 
liberalized. 
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public sector being exceeded.2” The public sector deficit 
as a share of GDP had declined from 11 per cent in 1976 
to 8 per cent in 1977, but increased again in 1978 to about 
9 per cent. This increase was caused by a moderate over- 
shooting of the expenditure target and a severe shortfall 
in projected receipts. 

The main problems facing the Portuguese economy at 
the beginning of 1979 do not differ substantially from 
those of a year ago, namely, a high unemployment rate, 
low levels of industrial production, investment and capa- 
city utilization, a high rate of inflation, and a foreign 
payments deficit which is still too high. The Govern- 
ment’s programme, released early in December 1978, 
does not quantify its macro-economic targets for 1979: 
this has been left until the publication of the annual 
programme which presumably will not be published 
before March 1979 after further conversations with the 
IMF in February 1979. The programme sets out, however, 
the general lines of the policies to be followed in 1979; 
these try to harmonize the compelling need for short-run 
stability with the not less pressing constraints of long- 
term development. The document stresses the structural 
character of most of the economic problems affecting 
the Portuguese economy which are not susceptible to 
solution by short-term corrective action. It is clear that 
economic policies in Portugal during 1979 will continue 
to be restrictive, although there will be somewhat less 
emphasis on quantitative monetary targets and a more 
flexible use of fiscal policies. The objectives for 1979 are 
a rate of output growth near to that achieved in 1978, a 
strict control of the growth of private consumption and 
a stagnation of public consumption. Exports and invest- 
ment demand will be stimulated and should provide the 
main boost to the expansion of output. The foreign deficit 
is expected to remain at a high level and the total foreign 
debt is expected to increase further. The reduction of the 
budget deficit and of the deficits of public enterprises is 
one of the priorities of the present government. The first 
of these should be achieved by an improvement in the 
tax collecting machinery and by an active legal prosecution 
of fiscal fraud rather than by an increase in taxation. 
Moreover, current public expenditure should be subject 
to better control and public investment programmes 
(particularly large ones) will be reconsidered according to 
stringent criteria of profitability. Monetary policy will 
continue to be restrictive, but greater emphasis is to be 
given to export and investment credits. 


The most recent data and trends confirm the feasibility 
of most of these targets, with the possible exception of 
that for employment which would appear difficult to 
fulfil even on the assumption of a substantial acceleration 
in investment. The restoration of greater entrepreneurial 
confidence (of which there are growing signs) could, 


27 The credit ceilings were increased by 10 billion escudos in 
October, 8 billion in November and 25 billion in December 1978 
in order to ease the liquidity position of the economy, which was 
very strained in the second half of the year. 
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however, bring about а greater improvement than 
expected in foreign payments since some repatriation of 
capital would then seem likely. Foreign investment is 
also likely to accelerate in view of the measures to be 
taken shortly to stimulate a higher foreign capital inflow.” 


The main aspects of economic policy in Spain for 1979 
have been set out in an economic programme released 
at the end of December. The general philosophy of the 
document derives from the analysis of the economic 
results attained in 1978 by the application of the “Mon- 
cloa” agreements, the success of which exceeded expecta- 
tions in slowing down the rate of inflation and improving 
the balance of payments, but which fell short of the 
employment and investment targets. Although anti- 
inflationary policies are again stressed, the emphasis of 
economic policy has shifted towards attaining an “accel- 
eration in the rate of growth of the economy, which will 
allow the creation of the necessary employment”. This 
emphasis is increased by the belief of policy makers 
that the stimulus of the high foreign demand for goods 
in 1978 and the favourable income effects of the good 
agricultural year are already wearing off. The programme 
aims for an acceleration of the GDP growth rate from 
3 per cent in 1978 to 4.8 per cent in 1979. This acceleration 
should result from faster growth in every major sector 
of demand except exports. Gross fixed capital formation 
is expected to increase by 8.4 per cent after a severe 
decline lasting for four years. The output growth should 
be achieved while maintaining equilibrium in the current 
balance of payments and securing a further important 
decline in the rate of inflation. The average increase in 
the cost of living, for the year as a whole, should decline 
from 19.5 per cent in 1978 to 12.5 per cent in 1979. The 
increase in prices should, moreover, show a declining 
trend throughout the year which would bring down the 
annual increase to 10 per cent in December 1979. The 
employment target centres on the creation of 100,000 to 
150,000 new posts outside the agricultural sector, which 
compares with a loss of 140,000 jobs during 1978.23 There 
is a qualitative difference between the measures announced 
in December 1978 and those introduced a year earlier 
under the “Moncloa” agreements in that neither the 
opposition parties nor the social partners have partici- 
pated in their formulation. 


The budget deficit foreseen for 1979 is equivalent to 
1.8 per cent of GDP. The deficit for the public sector as 
a whole (that is, including social security organizations, 
autonomous bodies, and State enterprises) is expected 
to reach 213 billion pesetas, equivalent to 2 per cent of 
GDP in 1979. Central Bank credits will cover 113 billion 
pesetas of the deficit, 22 billion will be borrowed abroad 
and 70 billion will be covered by domestic bond issues. 
Public investment expenditure, in current prices, is 
expected to increase by 33.8 per cent, which should 
correspond (if the inflation target is achieved) to an 


28 For instance by the decision to join the machinery of arbi- 
tration of the World Bank to solve conflicts between enterprises 
and host States. 


29 The target assumes that the active population will increase 
in 1979 by 140,000 and postulates a further large decline in activity 
rates which is partly due to policies (longer schooling and reduction 
of the retirement age). The maintenance of the same rate of unem- 
ployment, with constant activity rates would require the creation 
of around 200,000 new jobs. 


expansion in volume terms of about 20 per cent.?° Fur- 
thermore, this already very ambitious public investment 
programme is to be revised upwards if employment (to 
be reviewed at the end of June) falls behind the target 
set in the economic programme. 


The most important measure already enacted 
(December 1978) refers to income and employment 
policies: in particular the increase in the wage-bill to be 
negotiated in 1979 is to be limited to within 11 to 14 per 
cent. These limits, which barely exceed the forecast 
increase in price, indicate that policies are trying to foster 
demand not by increasing the real income of those 
employed but by increasing employment. The limit on 
wage increases is to be reviewed at the end of June and 
will be increased if the cost-of-living index has increased 
by more than 6.5 points since December 1978. The 
Government intends to discourage linear wage increases 
because it is thought that the narrowing of wage differ- 
entials hampers employment creation. Nevertheless, the 
abolition of certain forms of taxation on low incomes 
has introduced a progressive element. 


The Decree stipulates the withdrawal of credit and fiscal 
advantages to enterprises which do not respect the limit 
on wage increases. With regard to labour unions, the 
possibility of legally backed lay-offs in enterprises which 
exceed the wage limit could act as a restraining measure. 


In order to limit price increases, the direct State contri- 
bution to social security has been increased by 47 per 
cent so that higher social security costs are not passed 
on in higher prices to the consumer. 


The target for the increase of total liquidity (M3) has 
been set at around 17.5 per cent (4 points above the 
expected price increase).*! Credit to the private sector 
should increase by the same proportion. The official 
credit institutions will increase the proportion of long. 
term credits and the credits will be granted on the basis 
of individual project analyses.*? The draft budget included 
fiscal stimuli to investment, but it is expected now that 
an adequate supply of credit and a higher level of total 
demand will provide enough stimulus for the expected 
recovery in productive investment.** The wage target for 
1979 is expected to limit the increase of wage costs per 
unit of output to less than 12 per cent. This implies a 
further stimulus to investment through the reconstitution 
of gross profits. 


The policies to stimulate employment are complemented 
by the maintenance of the employment subsidies intro- 
duced in 1977 (for example, the special youth employment 
programme and the granting of unemployment benefits to 


30 This represents a substantial increase on the original (October) 
budget-draft, which set a target increase for government investment 
(including the Fondo de Accién Coyuntural) of 28.4 per cent at 
current prices. It should, however, be recalled that part of the 
outlays classified as investment are not so from an economic 
point of view (for example, the 13.7 billion pesetas to cover the 
losses of INI enterprises or the 62 billion pesetas of investments 
in Defence of the Nation which are to increase in value by 33 per 
cent. 


31 In 1978 total liquidity increased by the same rates as prices, 
but credit to the private sector rose considerably less (by 14 per 
cent). 

32 The definition of priority sectors for official credit has been 
weakened, if not fully abandoned. 

33 The gross surplus of the enterprise sector declined, according 
to official estimates, from 39.7 per cent of national income in 
1974 to 37.6 per cent in 1975, 35.4 per cent in 1976 and 34.7 per 
cent in 1977. In 1978 there was a recovery to 35.5 per cent. 
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workers under very short-term contracts) which are 
going to be further extended either in time to the same 
category of workers or else to new categories (seasonal 
workers, agricultural workers) not covered previously. 
The aim to distribute working opportunities more equally 
is reflected in the introduction of legal and fiscal measures 
against the working of overtime. 


The most vulnerable or ambitious targets in the govern- 
ment programme would seem to be (on past experience) 
those for the rate of inflation, public investment, and the 
growth of total liquidity. It is, however, quite likely 
(unless the world economic climate deteriorates severely) 
that the momentum of recovery of the Spanish economy 
could accelerate throughout most of 1979 and the over- 
all growth target could very well be achieved, perhaps 
with rather more than the forecast rate of inflation and 
with a rather different pattern of demand from that 
foreseen. The re-emergence of a sizeable current account 
deficit could be a likely outcome of a change in the 
demand pattern. 


In Turkey the present economic crisis has to be seen 
against the background of rapid economic growth in the 
past (with industrialization relying on high tariff pro- 
tection and public deficit spending) and a failure to adjust 
quickly to the new international circumstances deriving 
from world recession. The government adopted in 1978 
an economic stabilization programme, the objectives of 
which were: to reduce the trade deficit by increasing export 
revenues, to reduce inflation, to increase domestic savings, 
and to reduce unemployment.** 


By the end of the year, the annual rate of inflation as 
measured by the index of consumer prices exceeded 50 per 
cent, unemployment had reached 14 per cent of the labour 
force, the domestic savings ratio had fallen and the foreign 
exchange shortage was still a constraint on growth in 
spite of an improvement in the trade balance. New credits 
to pay for imports were, however, obtained and overdue 
debts rescheduled. At the beginning of 1979 outstanding 
short-term debt was over $4.5 billion and total foreign 
debt amounted to nearly $19 billion. However, fresh 
credits are needed to service the rescheduled debts and 
to increase imports, as the present low levels of imports 
cannot be maintained indefinitely without producing 
further setbacks in industrial production, exports, 
employment and GNP growth. 


According to the IMF a wage freeze and a further 
devaluation is necessary since the effects of the March 
devaluation have now been dissipated. However, at the 
present time, the government will not agree to a second 
devaluation against the dollar. Nevertheless, the main- 
tenance of a fixed parity with the dollar has resulted in 
repeated devaluations of the lira against the major 
European currencies. The third tranche of the IMF 
credits, due to be paid in spring, is vital for in addition, 
other major international organizations and banks are 
waiting tor the IMF’s approval before making further 
loans to Turkey. If the Government does eventually agree 
to davalue the lira and applies a wage freeze, a price 
freeze will be inevitable, given the present inflation rate. 


34 The main measures taken in 1978 were: devaluation of the 
TL against the US dollar by 23 per cent (March); introduction of 
tax rebates and concessions allowing exporters to retain 25 per 
cent of the foreign currency earnings; restricting public spending 
to an absolute minimum; limiting of lending by the Central Bank 
and imposing restrictions on imports. 


Guide prices have been set but their effect has been 
negligible. 

The economic policies for 1979 have been set out in 
the 1979 programme of the State Planning Organiza- 
tion.?> According to this GDP will grow by 6.9 per cent, 
agricultural output by 3.8 per cent, industrial output by 
10.4 per cent and services by 7 per cent. According to 
the same source, and at 1978 prices, total investment in 
1979 will amount to 23 per cent of GNP compared with 
20 per cent in 1978. Fixed investment will grow by 18.8 per 
cent, which is a very high growth rate especially when 
compared with the decline of 12 per cent in 1978. The 
public sector’s share in this increase of investment is 
more than 75 per cent. 

Public consumption which increased by only 1.3 per 
cent in 1978 is planned to grow by 4.0 per cent in 1979. 
Private consumption, on the other hand, is targeted to 
grow by 3.7 per cent, | percentage point less than in 1978. 


The current account deficit is expected to increase 
moderately (by $200 million) and the trade deficit to 
remain unchanged as exports should increase in value by 
22 per cent or double the increase of imports.** The 
surplus on invisibles should decline, due to increased debt 
servicing which more than offsets an expected increase 
in emigrants’ remittances and net tourist income; the 
latter, which is still marginal compared with other south 
European countries, is targeted to grow by around 43 per 
cent during 1979. Tourism, being one of the export 
industries with a very high growth potential, is given 
special importance in the fourth Five-year Development 
Plan. In this respect foreign capital investment has been 
emphasized, and a new code has been announced which 
allows 100 per cent equity holdings by foreign companies 
and provides guarantees for profit and capital repatriation. 


The 1979 budget allows (if approved by Parliament) for 
an increase of more than 125 per cent (in current prices) 
in the public sector wage bill, which is the greatest part 
of current expenditure, and for a 39 per cent increase in 
public investment. However, the new programme, if 
accepted by Parliament, is expected to increase tax 
revenues by 35 per cent in 1979 so that taxes will then 
account for 82 per cent of the total public revenue. 


The need for a new form of “social contract” incorpor- 
ating a wage agreement which would set up a ceiling to 
money wage increases is an urgent task, at present, for 
policy makers. But to be effective it would have to be 
accompanied by massive foreign aid which would allow 
trade liberalization measures to prevent excessive price 
increases. The pending negotiations with the IMF are, 
of course, of paramount importance in this context. 


Official forecasts for Cyprus for 1979 are not available 
yet. The main policy problem seems to be that of recon- 


35 This programme is part of the Five-year Development Plan 
(1979-1983) which was approved by Parliament at the end of 
November 1978. It is an ambitious plan. GNP is expected to grow 
at an average of 8 per cent annually, which is well above the rate 
of growth achieved over the last decade. Total investment should 
grow by $60 billion (at 1978 prices) in five years, the three main 
sources to finance it being foreign investment, public and, parti- 
cularly rapidly increasing private savings. Recent data show that 
the public sector’s deficit has absorbed around 10 per cent of 
GNP and, with the present high inflation rate, it is difficult to see 
how the target of a private marginal savings rate of 35 per cent 
can be achieved. 


36 The planned budget for petroleum imports is $1,900 million. 
However, with the new price of petroleum this will increase by at 
least 10 per cent. 


Prospects and policies 63 
ee eS 


ciling a current account deficit, amounting to 14.6 per 
cent of gross national product in 1978, with a sustained 
growth of output. However large the current account 
deficit appears in relative terms, it does not in itself 
represent an absolute constraint to growth for 1979. A 
sustained expansion at a rate similar to that of 1978 would 
seem feasible and compatible with a further reduction of 
the rate of inflation in line with international trends, if 
net borrowing requirements from the rest of the world 
are met. In a longer-term perspective the solution depends 
on a gradual re-allocation of the island’s resources. 
Investment priorities need to be reconciled with import 
substitution and the development of exports of manu- 
factured goods. 


There is no reason to suppose that the development of 
the economy of Malta will be hampered in 1979. The 
foreign reserves position is good and the inflation rate 
is low. The main problem seems to be the need to attract 
new manufacturing industries incorporating new produc- 
tion processes and sufficiently advanced technology in 
order to be able to meet growing international compe- 
tition and thus maintain a high dynamism of export 
growth. The continuation of efforts to diversify exports 
and to stimulate capital imports in a selective way thus 
seem to be the main challenges for policy makers in 1978. 
The very open character of the Maltese economy makes 
it particularly vulnerable to a deterioration of international 
trade. 


4. YUGOSLAVIA 


(i) General trends 


Throughout the 1974-1978 period Yugoslav economic 
policies have been directed towards minimizing the effects 
on the growth of the domestic economy of the slack 
economic activity in the industrial market economies. 
Even in normal conditions the pressure for growth is 
great because Yugoslavia is still a developing economy 
and needs to raise real wages and to absorb the emigration 
of labour from the countryside. This pressure has been 
accentuated since 1974 with the return home of substantial 
numbers of Yugoslavs who had been employed abroad. 
Much of the text that follows will be devoted to a dis- 
cussion of the implementation of these policies. 


To cope with the situation throughout the 1974-1978 
period, domestic demand, especialiy investment in fixed 
assets, was maintained at a level sufficient to generate 
a substantial growth of output and employment. There 
was some slackening of activity in 1976 but it recovered 
in 1977 and 1978. The intensity of foreign trade declined 
and there has been some switching of trade towards the 
developing countries (including the oil producers). 


The consequences of this policy were a substantial 
deficit on the current account, a decline in the degree of 
output internationally traded, and a high rate of inflation. 
These consequences are considered acceptable for the 
moment. The current account deficit has not threatened 
to dislocate the national economy because national 
indebtedness has remained within tolerable limits. The 
damage to efficiency caused by the loss of exported 
national output is small and temporary. The new invest- 
ments have increased potential export capacity, and as 
soon as the conditions for export expansion have returned 
to normal imports can be allowed to follow their economic 
course. However, an adjustment in this respect has become 
unavoidable because the dependence of output on imports 
has gone too far, especially if compared with its depen- 
dence on exports: the two ratios stood at 28 and 21 per 
cent respectively of GNP in 1974. The inflation rate, 
although above the OECD average, has recently fallen 
below its long- and medium-term trends. Moreover, its 
adverse consequences on investment, output and price 
structures have been limited by planning. 


The authorities are aware that with the existing struc- 
tural imbalances in the economy, weaknesses in economic 
organization and an excessive capacity to import, the 
rates of growth of demand, industrial output and con- 
struction which occurred in 1977 and 1978 (8-13 per cent) 
were bound to cause an overheating of the economy. 
They are also aware that the price for pursuing a domestic 
policy which tries to offset the state of foreign demand 
can become excessive in the long-run. Thus, a slower rate 
of growth of demand and output is projected for 1979. 
Moreover, changes in the structure of output will be 
accentuated in order to reduce both the foreign deficit 
and inflation. 


(ii) Demand, output and employment 


Between 1974 and 1978, the volume of final domestic 
demand grew by 39 per cent or 6.8 per cent per year, 
which was more than the annuai rate of 5.9 per cent in 
the preceding 10 years. The growth rate decelerated in 
1975 and 1976 (to some 5 per cent) but speeded up again 
in 1977 and 1978 (some 8 per cent). Changes in stocks were 
uneven with declines in 1975, 1976 and 1978. The contri- 
bution of foreign trade to the growth of demand was 
negative for the 1974-1978 period, the volume of exports 
and imports increasing by 2 and 2.5 per cent respectively. 
It was positive in 1976 and 1978 when the volume of 
exports increased (15 and 2-per cent respectively) and 
that of imports declined (6.8 and 3.2 per cent respectively). 
The average trade elasticity with respect to output growth 
thus fell below unity during the 1974-1978 period, with 
some import substitution taking place. 

Over the same period real GNP increased by 35 per 
cent (6.2 per cent per year), industrial output by 45 per 
cent (7.7 per cent per year), and construction by some 
58 per cent (9.6 per cent per year). In each case the average 
annual growth rate was either equal to or more than that 
in the preceding 10 years. Within the 1974-1978 period 
growth at first slowed down but accelerated considerably 
in 1977 and 1978. Substantial fluctuations in the volume 
growth of agricultural output (including declines in 1975 
and 1978) were due primarily to climatic conditions and 
inconsistent and unstable price policies. 

Investments were the leading factor in the expansion 
of domestic demand. Their volume increased during 
1974-1978 by some 57 per cent, or 9.5 per cent per year 
which exceeded by far the 5.5 per cent average rate in the 
preceding 10 years. In recent years, the profit margins of 
enterprises have improved, the possibilities of relatively 
cheap borrowing on the domestic market have increased 
and borrowing in western capital markets has been high. 
An acceleration in house-building, and in capital forma- 
tion in infrastructure and in the private sector has contri- 
buted in particular to the recent investment boom. This 
stimulated a rapid rise in the output of capital goods: 
64 per cent between 1974 and 1978, or 10.4 per cent per 
year as compared with 8 per cent year during the preceding 
10 years. This has led to a change in the share of capital 
goods in foreign trade. The volume of imports declined 
by 13 per cent in 1976, then increased by 8 per cent in 
1977 and declined again by 10 per cent in 1978. The volume 
of exports declined by 2 and 20 per cent in 1977 and 1978 
respectively. Investments were responsible for most of the 
recent overheating in the economy: in value terms they 
increased by 27 to 30 per cent per year as compared with 
an increase in GNP of 18 to 22 per cent. 

Personal and collective consumption increased also fast 
—by 6 and 8 per cent per year respectively between 1974 
and 1978 (compared with 6 per cent per year during the 
preceding 10 years). In 1977 and 1978 the increase of both 
was roughly 7 per cent. Wages, hire purchase credits, 


64 


Yugoslavia 


a. 


TABLE 4.1 
Yugoslavia: selected indicators 
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Output, volume 


Absolute amount 
1974 


Billion dinars 


Average annual percentage change 


1963-1973 1974 


1975 


1976 


GNP, volume .. . 407 5.9 8.5 
rv burdens : я 3.7 3.9 : 

Industrial output? . |. | 158 7.9 11.0 5.6 3.4 oa о 
of which: 

Consumer goods ... . 8.1 10.7 4.0 3 

: : : Е al 9.4 8.0 

Capital goods о 8.0 12.0 14.0 4.0 9.4 13.0 

Intermediate products . . . 7.1 11.0 4.0 3.0 9.4 8.0 
Industrial output per worker . 4.8 5.8 1.0 1.0 5.7 5.4 
Construction? ....... 35 3.0 6.6 13.2 5.8 10.0 12.8 
Agricultural output а 74 2.52 6.1 28 73 4.8 —5.0 
Foreign trade, value $ million 
Exports f.0.b. О SR 3 804 7,74 33.4 7.0 19.8 8.0 6.0 
просв sve oe 4 7 519 9.8 а 67.2 2.4 —4.3 30.1 2.0 
Gold and foreign сиггепсе$ <. 1 700 1 250 1 400 2 750 2770 3 250 
Expenditure, volume Billion dinars 
Gross fixed investments . . . 117 5.5 8.9 9.0 5.5 9.5 10.0 
Personal consumption. . . . 220 6.0 7.3 3.4 4.4 7.0 7.4 
Collective consumption . . . 36 Ss) 7.3 9.3 9.5 7.4 6.5 
Final domestic demand .. . 373 5.9 105) 5.7 5.0 7.7 8.1 
Employment Thousands 
Non-agricultural employment . 4514 2.4 4.8 5.4 3.5 4.8 4.2 
Registered unemployment2. . 189 189 235 263 267 280 * 
Vacancies Tamas, ера о 58 58 59 53 64 70 
Income and savings Billion dinars 
Real earnings per head .. . 6.0 5.6 —0.7 3.5 2.9 6.0 
Мотта! шсоте ...... 276 34.0 31.0 20.6 22.6 26.0 
Personal disposable income . 271 35.0 27.0 19.1 24.5 25.0 * 
Household savings ..... iS 28.7 30.4 34.0 27.0 35.0 
Prices 
Retail pricestm ели св 14.0 25.9 26.2 9.0 13.0 13.0 
Producer prices of industrial 

PFOGUCIS от ее 9.0 29.4 22.1 6.1 9.0 8.0 
Producer prices of agricultural 

О". 17.0 14.0 13.4 14.3 12.1 9.9 
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Sources : National statistics. 
@ Index of physical volume. 
> Based on average for 1963/64 and 1973/74. 


farm income and transfers also increased considerably. 
In 1978 real wages increased by a record 6 per cent, while 
nominal wages and hire purchase credits both rose by 
21 per cent. During the 1974-1978 period the output of 
consumer goods increased by 41 per cent or by 7.1 per 
cent per year (8 per cent per year during the preceding 
10 years). However, the growth rate in 1977 and 1978 was 
8-9 per cent. Foreign trade in these products changed 
substantially in recent years. The volume of imports 
declined by 13 per cent in 1978 after increasing by 19 per 
cent in both 1976 and 1977. The volume of exports rose 
by 12 per cent in 1976 then declined by 5 per cent in 1977 
and again rose by 9 per cent in 1978. The level and the 
expansion of collective consumption also contributed to 


© End of year total. 
а End of year total (in thousands). 
¢ Net increase. 


the over-heating of the economy. A considerable propor- 
tion of it was financed by government borrowing from 
the National Bank. 

A rapid growth of industrial output maintained the 
demand for industrial inputs at a high level. The demand 
on the part of agriculture was rising also. In the past, 
the growth of output of intermediate products had been 
discouraged by adverse terms of trade and an over- 
valued exchange rate. In fact, the lagging output growth 
in this sector was an important cause of the rise in the 
foreign trade imbalance. Conditions for the expansion of 
capacities in this sector have improved recently, and 
substantial investments are still in progress. Between 1974 
and 1978 the output of intermediate products increased 
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by almost 41 per cent, or 7.1 per cent per year (the same 
rate as during the preceding 10 years); in 1977 and 1978 
the growth rate was 9.4 and 8 per cent respectively. 
Imports of these products declined by 8 per cent in volume 
in 1976 but increased by 17 per cent in 1977 and by another 
2 per cent in 1978; export volume rose by 19 per cent in 
1976 and stagnated thereafter. 

Between 1974 and 1978 employment increased by 
1.1 million, that is, by 25 per cent or by 4.6 per cent per 
year, which compares very favourably with 2.3 per cent 
annual growth rate during the preceding 10 years. This 
change was stimulated by the deterioration in the labour 
markets of western Europe. In earlier years a high rate 
of growth of the labour force had found a substantial 
outlet in emigration abroad reaching 1.1 million in 1973. 
But during 1974-1978 about 300-400 thousand people 
have returned home (the rate declined in 1978 to some 
20 thousand) and only a small proportion have resumed 
farming. To cope with this additional labour supply, 
public capital formation has been accelerated, the devel- 
opment of small-scale activities (mainly privately owned) 
has been stimulated, and employment in understaffed and 
underdeveloped services has been increased. As a result 
output has, on average, become more labour intensive. 
The actual growth rate has in fact been sufficient to 
absorb the whole of the natural increase in the labour 
force, as well as a substantial proportion of rural migrants 
and returnees from abroad. 


An increase in unemployment was nevertheless unavoid- 
able: there were 172 thousand unemployed receiving social 
support in 1973 and 280 thousand in 1978 (5 per cent of 
labour force outside agriculture); there were 382 thousand 
people in 1973 and 737 thousand people in 1978 looking 
for employment (these figures include students whose 
graduation is pending, people with employment but 
wanting to change jobs, Yugoslavs working abroad but 
wanting to return home, pensioners wanting to be re- 
employed plus above-mentioned unemployed—altogether 
12 per cent of the non-agricultural labour force). However, 
the annual growth of unemployment has declined sub- 
stantially in recent years to some 10 and 40 thousand 
respectively per year for the two categories of unemploy- 


ment mentioned above. The number of vacant posts has 
continued to increase slowly (by 70 thousand in 1978). 


Despite these developments the growth of productivity 
has not been greatly affected. In industry alone, during 
the 1974-1978 period, it increased by 20 per cent, or 
3.7 per cent per year as compared with 4.8 per cent during 
the preceding 10 years. However, in 1977 and 1978 indus- 
trial productivity rose by 5.7 and 5.4 per cent. Productivity 
in the non-agricultural socialist sectors increased by 4 and 
5 per cent in 1977 and 1978 respectively. In fact both 
productivity and employment can grow rapidly if the 
growth of capacity utilization accelerates. 


(iii) The balance of payments 


The trade deficit more than doubled between 1973 and 
1974 (to $3.71 billion, of which $600 million was due to 
the increase in the price of crude oil). In 1975 and 1976 
it gradually declined (to $2.49 billion) but rose to a record 
level in 1977 ($4.4 billion); there was a slight fall in 1978 
(table 4.2). On average, for the period 1974-1978, imports 
grew faster than exports (by 17 and 15 per cent respec- 
tively) and the terms of trade hardly changed. In 1975, 
1976 and 1978 it was exports which grew faster; in each 
of these years the Yugoslav terms of trade improved (by 
5 per cent in 1978) and thus recovered completely the 
loss of 11 per cent in 1974. The growth of exports was 
affected by a slack economic activity and protection in 
the western industrialized countries, and by excess demand 
at home. It also seems that the exchange rate was over- 
valued for most of that time. Imports were affected by 
the growth of exports and, to a certain degree, by sub- 
stitution policies. 

The increase of the surplus in services was steady but 
lagged behind the deficit in commodity trade. Remittances, 
the largest item, continued growing: from $1.6 billion 
in 1974 to some $2.1 billion in 1978. However, this increase 
was roughly offset by withdrawals from foreign exchange 
deposits owned by workers employed abroad ($240 mil- 
lion in 1974 and some $700 million in 1978). It seems that 
workers employed abroad increasingly keep their liquid 


TABLE 4.2 
Yugoslavia: the balance of payments 
($ Billion) 
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assets in Yugoslav banks in order to profit from high 
interest rates, which explains the rise in remittances, but 
they run them down during the year to finance current 
consumption, which explains withdrawals. Net receipts 
from tourism continued to increase: from some $650 mil- 
lion in 1974 to more than $1 billion in 1978. An offsetting 
item was net investment income which nearly trebled over 
the period. 


The change in the current account balance was also 
dramatic: it shifted from a surplus in 1973 of $500 million 
to a deficit of $1.2 billion in 1974. There was a small 
surplus in 1976 but the deficit reached a record level in 
1977 ($1.8 billion), declining slightly in 1978 ($1.5 billion 
or 2.9 per cent of GMP). Capital imports were large 
enough not only to finance the deficit but also to raise 
currency reserves. 


These developments have led to a considerable rise in 
the net foreign debt, to some $9.5 billion in 1978 ($6.3 bil- 
lion if foreign currency reserves are deducted). (Table 4.3.) 
The burden of this debt can be judged by the net debit 
service ratio (net amortization and net interest payments 
as a proportion of total foreign exchange inflow) which 
amounted in 1977 to 14.4 per cent and maybe slightly 
more than 15 per cent in 1978. The debt burden has not 
in fact changed from its level in 1973 (15.6 per cent), and 
thus has remained well within tolerable limits. This helps 
to explain why the Yugoslav Government was able to 
pursue an expansionary policy at home in the face of 
unfavourable conditions abroad. 


(iv) Economic policies 


Between 1974 and 1978 a number of economic reforms 
were made in the institutional framework of economic 
policy making and in its system of operation. The reasons 
for the reforms were the weaknesses that had become 
apparent in the previous system and the desire to extend 
the self-management principle from the micro- to the 
macro-level of decision making. A short review of the 
new framework will be useful for understanding recent 
developments. 


A lack of efficiency and the non-integration of economic 
policies were major drawbacks in the previous system of 
planning. To remedy the situation, the recent reform has 
widened the scope of planning, extending it from fore- 
casting to a kind of forward market negotiation, and has 
provided for the integration of economic policies into 
the planning process. Planning has thus become a simul- 
taneous, two-way, multi-level and permanent process in 
which all government and other decision makers parti- 
cipate. The various plans are adjusted through an iterative 
process of horizontal and vertical harmonization until 
equilibrium deliveries and prices for all producers and 
consumers are achieved. At the end of this process, the 
various participants sign legally binding Social Com- 
pacts 37 and self-management agreements 38 whereby they 
settle priorities, the quantities of goods and services to 


37 These bring together a number of economic organizations 
such as associations of enterprises, banks, State agencies and trade 
unions, to reach agreement on broad policies concerning prices, 
income distribution, employment and priorities. 

38 They are akin to civil contracts among economic organiz- 
ations; they spell out the concrete obligations arising from the 
social compacts. 


be produced, and transacted, prices, subsidies, distribution 
of income on wages, contributions to collective and public 
consumption and accumulation, taxes, pooling, and using 
investible resources, other financing, deficits, the principles 
of money supply, employment policies and so on and any 
other relevant matter that may arise. 


The authors of the reform claim that this system of 
planning is not a substitute for markets. They argue that 
this system actually improves the market mechanism. 
First, it provides for complete participation which raises 
the possibility of expressing preferences and for the 
extension of competition. Secondly, it provides for a 
comprehensive exchange of information which increases 
the transparency of the economy. The authors claim that 
all this, together with an increase in the number of checks 
and balances and by the integration of economic policies 
into the planning process, makes planning more realistic 
and plan implementation more probable. The major 
disadvantages of this system, it seems, are cumbersome 
time-consuming procedures, which are bound to arise in 
a highly decentralized society, the lack of precise criteria 
for choosing among different options, and the lack of 
short-run flexibility. However, more time is needed for 
the system to demonstrate its advantages and disadvan- 
tages. For the moment, a number of positive results are 
detectable: projections and actual results correspond more 
closely, the change in the structure of investments has 
accelerated, and the rate of inflation has diminished. 


In the past, fiscal policies had little role to play in 
demand management, but the new system has further 
weakened their role. Policies concerning collective con- 
sumption are now formulated and executed through so- 
called “Communities of Interest”. They comprise both 
the organizations which supply services and those which 
use them. Communities of Interest negotiate social 
compacts and self-management agreements which estab- 
lish the level and price of supplies of services, as well 
as their financing (mostly taxes and donations by enter- 
prises but also subsidies from the government). Thus 
Communities of Interest replace both the market and the 
government in this field. Public consumption (administra- 
tion and national defence) is also determined through 
social compacts and is handled by the federal and local 
governments. Under the new system fiscal policy is 
unsuitable for current demand management: procedures 
are long and inflexible, the number of institutions is 
large, revenue sources are stratified, expenditures are 
inflexible, and investments and transfers are excluded 
from the budgets. The principal point for demand man- 
agement in this field at the moment is the intention that 
collective and public consumption should grow less than 
GNP and that deficits and subsidies should diminish. 


In the past monetary policy has borne a large part of 
the burden of current demand management, but it has 
not been very efficient. The principal instrument was the 
setting of targets for the growth of the money supply. 
This policy, however, did not work because increasing 
levels of deficit financing, uncontrolled increases in 
voluntary credits among enterprises, and the persistent 
losses of a number of enterprises undermined monetary 
control. Moreover, the margin for manoeuvre was 
narrowed by the selective credit policy of the National 
Bank which was committed in the long run and confined 
to specific activities (subsidies to agriculture, financing of 
exports of capital goods, purchases of basic food- 
stuffs, etc.). 
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TABLE 4.3 
Yugoslavia: foreign indebteness 
($ Million) 


1978 
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Source : National statistics; Narodna Banka Jugoslavie : Annual reports 1973-1977. 


The new system of planning, by way of negotiating 
prices, income distribution, investments, subsidies, etc., 
has thus reduced the burden on monetary policies in the 
context of demand management. Monetary policies are 
also losing their discretionary character. Selective credit 
policies will be gradually phased out and money supply 
will be based on National Bank rediscounting of the 
promissory notes issued by enterprises (discounted by 
commercial banks) for current payments. The authority 
of the National Bank concerning that part of the money 
supply related to changes in the foreign current account 
and in private deposits is maintained. The role of interest 
rates has narrowed because capital pooling among enter- 
prises is now based primarily on profit and risk sharing. 
For the same reason the intermediation role of commercial 
banks has also diminished, with their servicing aspect 
being accentuated. Commercial banks will be obliged to 
keep reserves, the level being decided by the National 
Bank. It is hoped that this reform will lead to the estab- 
lishment of a better link between money supply and the 
growth of GNP, thereby reducing inflationary pressure. 
Indeed, the increase in money supply declined from 32 
to 57 per cent in 1975 and 1976, to 20 and 30 per cent in 
1977 and 1978. 

Incomes policies have also been inadequate in the past. 
They had been affected by the lack of co-ordination 
between regions and economic sectors, and they had 
always been vague as to the criteria for distributing 
incomes. The new system has integrated incomes policies 
into the planning process. Wage ratios are determined 
within the limits and according to the criteria established 
by the Social Compacts and self-management agreements. 


Furthermore, the new system defines the income of enter- 
prises available for distribution more precisely and more 
narrowly than before. The new definition limits income 
for distribution to the receipts received for goods and 
services actually delivered and/or invoiced. These receipts 
must be paid in legally accepted instruments such as 
cash, cheques, and guaranteed promissory notes. Thus, 
income for distribution excludes fictitious income arising 
from unsold production and uncollectable debts. The 
Social Compacts also forbid the use of rent and windfall 
profits for wage payments; they must, instead, be treated 
as savings. 

However, a number of weaknesses remain: incomes 
policies are negotiated on a regional and non-co-ordinated 
basis, and the basic principles are still vague. This gives 
г1зе to wage competition among enterprises, branches 
and regions. But on balance the positive aspects have 
recently started to prevail: for instance, the annual rise 
in wage costs per unit of industrial output decelerated 
from some 21-22 per cent in 1974 and 1975 to 12-15 per 
cent in 1976-1978. But rising wage costs continue to add 
to inflation. 

The Social Compact on prices in now the major 
instrument of price policy, and is especially suitable for 
reducing inflationary expectations. The Compacts estimate 
price movements in the major sectors, while self-manage- 
ment agreements at different inter-related production 
levels settle, within this framework, the prices for specific 
transactions. Decisions are based on a set of basic prin- 
ciples which take into account costs, scarcities, prefer- 
ences and world market prices. Prices of consumer goods 
which do not greatly affect the cost of living are com- 
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pletely free; those of imported products are based on 
international market conditions; and prices of power, 
railway tariffs and rents are fixed up by the Social Com- 
pacts. In principle, prices are adjusted annually. The 
Social Compacts have also helped to relieve supply 
bottlenecks and this all has contributed to the deceleration 
of price inflation (table 4.1). However, the current price 
statistics understate the underlying improvement insofar 
as in 1977 and 1978 food subsidies were eliminated and 
administratively controlled prices were deliberately raised. 
Import prices contributed substantially to inflation in 
1974 and 1977. 


(v) Prospects 


The major objectives of economic policy in 1979 are 
a high growth rate of output, lower inflation, and a lower 
deficit on current account. The growth of total output 


will be reduced to 6 per cent and industrial output and 
construction to 7 and 7.5 per cent respectively. Agricul- 
tural output may expand rapidly but much of it will 
represent a recovery of the ground lost in 1978. The growth 
of domestic demand is planned to decelerate more than 
output, mainly because of a slowing down of investment 
(to some 8 per cent). Also government borrowing from 
the National Bank will be reduced by 11 per cent. 


The growth of output in 1979 should benefit somewhat 
from foreign trade: the volume of exports is projected to 
increase by 5 per cent and that of imports by 2 per cent. 
The persistence of low trade elasticities with respect to 
GNP growth (especially of imports) is the weakest spot 
in the 1979 projections. The experience of 1978 when 
GNP grew by 7 per cent and the volume of imports 
declined, may not be repeated in 1979. Stocks of imported 
materials increased a great deal in 1977 and a large part 
of them was carried over in 1978, but by the end of 1978 
they were considerably depleted. 


CHAPTER 3 


RECENT ECONOMIC DEVELOPMENTS IN EASTERN EUROPE 
AND THE SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Growth of national output 


In eastern Europe and the Soviet Union, economic 
developments in 1978 were largely in line with the global 
policy objectives set out in the annual plans. But the 
impact of external and internal factors impeding economic 
growth was much stronger than envisaged, and the 
adaptability of domestic structures to changed conditions 
of economic development was to some extent overesti- 
mated. Thus, the over-all economic expansion fell short 
of the planned targets for net material product (NMP) 
in all countries of the region except the Soviet Union. 
Economic activity in the region as a whole grew by 
4.1 per cent, some 0.7 percentage points below the out- 
come for 1977 (table 1.1). 


In the east European countries taken together, econ- 
omic activity in 1978 expanded at an aggregate rate of 
4.3 per cent as compared with 5.8 per cent in 1977. In 
the majority of the countries (the exceptions being the 
German Democratic Republic and Hungary), the annual 
plans called for an accelerated rate of economic growth 
in 1978, but this was not achieved. 


The slowdown in over-all economic expansion was 
envisaged in the annual plan of the Soviet Union, where 
the target rate of growth was achieved. In 1978, the 
annual target of a 4 per cent increase in distributed NMP 
was set 0.5 percentage points below the rate retained in 
the five-year plan, and was below the annual targets for 
the two preceding years. 


These trends in over-all economic expansion were 
greatly influenced by the adaptation of the global and 
sectoral strategies in the current five-year plans to recent 
developments in the national and international context. 
Shifts in strategy were particularly apparent during 1978. 
Policies did not pursue only short-term objectives related 
to fulfilment of the annual plan targets, but were more 
and more oriented towards long-term issues. It is precisely 
this second aspect which dominated economic policy 
considerations in all countries and which, in some cases, 
required radical shifts in development priorities. Recently, 
increasing reference has been made to the strategic need 
for restructuring the economy as a whole and industry 
in particular. It is expected that such an orientation will 
initiate balanced and dynamic growth in the long run. 
The performance criteria also reflected the new develop- 
ment priorities. Improvements in the quality of production 
and in the efficiency with which resources are used have 
been given priority over the simple maximization of over- 
- all output. 
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In most countries of the region, the annual plans for 
1978 already contained the elements of this policy orien- 
tation. Many targets called, not for catching up with 
those set by the on-going five-year plans, but for the stimu- 
lation of those trends which would provide a basis for 
steady growth. This became even more evident in the 
course of 1978, when many global economic measures 
were directed increasingly to-the creation of conditions 
for economic development in the long run, that is, beyond 
1980. This is even more marked with respect to the 1979 
annual plans. It should be mentioned that the components 
of such a policy orientation could not have been conceived 
without the comprehensive work on long-term pro- 
grammes (global, sectoral and regional) which has been 
going on in all countries. 

In brief, changing conditions (domestic and interna- 
tional) for economic development have induced modifi- 
cations in the scale of priorities throughout the whole 
region. Emphasis is on the consolidation of existing 
achievements by reducing imbalances and on the building 
up of the material, technical and institutional base for a 
stable and balanced growth in the long run. These global 
economic goals provide a frame of reference, above all, 
for investment and foreign trade policies, as well as for 
changes in the management of human, natural and mate- 
rial resources—the factors most closely related to the 
limits on economic growth. 


Developments in the foreign trade of the region in 1978 
were not favourable, on the whole, to the implementation 
of the global goals of the existing strategy, namely, the 
correction of foreign trade imbalances and the mainten- 
ance of a stable rate of over-all expansion. According to 
preliminary data for the first nine months of 1978, global 
exports grew by an estimated 5.3 per cent in volume as 
against 4 per cent in 1977; in value terms the increase 
was 8.2 per cent, compared with 10.4 per cent in the 
previous year. The rise of imports was substantial in 
volume terms—from 3.8 per cent in 1977 10 ап estimated 
6.5 per cent increase—but in value terms, the acceleration 
was much more modest, from 8.1 per cent to 8.8 per cent 
(for detailed analysis, see the section on foreign trade in 
this chapter). 


These developments in the global trade of the region 
were greatly influenced by changes in trade with the 
industrialized market economies. Following a further 
substantial improvement in the east-west trade deficit in 
1977 (a drop from $7.4 in 1976 to $4.9 billion), the preli- 
minary data for 1978 indicate that the trade deficit was 
already over $4.9 billion in the first nine months; by the 
end of the year it might therefore have exceeded $5.5 bil- 
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lion (table 6.7). This movement reflects a sharp accelera- 
tion of imports (an increase of 16 per cent for the first 
nine months of 1978 as compared with a 1 per cent 
increase in 1977) and a marginal deceleration of exports 
(to 11 from 12 per cent in the same periods respectively). 
The policy of east European countries and the Soviet 
Union to increase exports to the west had limited results 
largely because of the continuing recession, but also 
because of protectionist tendencies, in many western 
markets. A rise in imports from the west in all the coun- 
tries of the region certainly helped to maintain the 
existing rate of over-all expansion. But as this increase 
was not accompanied by a’ similar expansion of exports, 
there was a deterioration in trade balances, affecting both 
east-west and global trade, in all countries except Poland. 


(ii) Investment trends and policies 


Investment policies for the current five-year plan period 
were analysed in the Economic Survey of Europe in 1976, 
part II. They were a key element in the strategy aimed 
at creating economic conditions for stable and balanced 
growth. A planned slowdown in the growth of NMP has 
been associated with much larger cuts in the growth of 
investment spending in some countries for the period 
1976-1980. In Poland, planned investment spending has 
been virtually blocked at the level achieved in 1975. (For 
more details, see section 4, Investment, below.) The main 
contributions to the rise of NMP are to come from 
improved efficiency in the use of existing production 
capacities. Priority is therefore being given to the elimi- 
nation of disproportions and bottlenecks by concentrating 
investment on the modernization, re-equipment and the 
extension of existing plants. It is calculated that this 
kind of investment will produce the best results in raising 
supplies to the home markets and increasing exports. On 
the other hand, a large part of investment has been 
scheduled for those sectors which are vital for global 
development, such as energy, economic infrastructure 
(particularly transport and other sectors with a long 
investment gestation period), and social programmes 
(particularly housing). 

During 1976 and 1977, investment was largely in line 
with the medium-term objectives, both in terms of volume 
and pattern (see table 4.1). Only Bulgaria and Hungary 
significantly exceeded the planned amount of investment 
spending in 1977. Except in Romania, the plans for 1978 
were dominated by the need to dampen investment expan- 
sion and to bring it more in line with the targets of the 
five-year plans. But in all countries (except Bulgaria), 
the planned targets in 1978 were exceeded to a large 
extent. Between 1976 and 1978, only Bulgaria, Czecho- 
slovakia and the Soviet Union maintained the volume of 
investment more or less within the limits set in the current 
five-year plans. In these countries therefore the share of 
gross fixed investment in NMP (the investment ratio) 
did not deviate a great deal, either from the shares recorded 
in the 1971-1975 period or from those envisaged in the 
current plans. This was not the case in the other countries 
of the region during the three years under review. 

It is true, however, that the policy of restraining the 
growth of investment spending, as compared with the 
period 1971-1975, has relied a great deal on the fact that 
economic growth, based on this new pattern of invest- 
ment, will be slower and more efficient. But improvement 


in the efficiency of individual capacities may not be 
sufficient to compensate fully for the reduced “efficiency” 
of global investment due to the structural shifts which 
have occurred since 1975. This has been reflected in 
higher planned incremental (gross) capital-output ratios 
(ICORs) for the 1976-1980 period as compared with the 
previous quinquennium. Nevertheless, the actual growth 
rates of NMP and gross capital investment indicate that 
the rise in the ICORs has been underestimated every- 
where except in the Soviet Union (see text table below). 


Incremental capital-output ratios < 


Five-year 


plan 
1971-1975 1976-1980 1976-19795 


Вы рапа eae eae eee 4.5 4.7 5.8 
Gzechoslovakias .-. Ш... 5.9 6.9 8.4 
German Democratic Republic 5.3 5.8 7.4 
Hungary вк обв. Sof 6.1 9.3 
Poland)... к ем с. 3.7 4.8 8.7 
Вотала МЕ ое 3.0 3.8 4.2 
ИВ О зо вов во 52 6.2 6.3 


Source : As for table 1.1. 
в Ratio of gross capital investment to the increase in net material product. 
> Data for 1979 refer to plan targets. 


There are a number of possible reasons for this, but 
it is not possible to demonstrate them conclusively— 
either because the relevant statistics are unavailable, or 
because they are not fully amenable to the appropriate 
treatment. 

In the first case, there may have been insufficient 
allocations for reducing bottlenecks and disproportions 
in particular areas of key importance. Shortages in domes- 
tic, and probably of imported factor inputs may also 
have impeded full capacity realization in the case of new 
projects. Moreover, in some sectors, policy measures 
were designed to improve the quality of current production 
and to discourage the production of goods which cannot 
find a market at home or abroad: in such cases subsidies 
were reduced or eliminated and, in some countries, above- 
plan production of such goods was penalized. Investment 
in modernization does not, however, lead to an accelera- 
tion of over-all economic expansion in the short run: 
improved output quality adds only marginally to the 
value of total production and from the point of view of 
NMP accounting, the elimination of obsolete production 
represents “a loss”. Finally, it should be kept in mind 
that investment in modernization may require a spread 
of investment over several relevant sectors if the technical 
innovation is to be comprehensive and include all the 
relevant sectors. 

Available statistics enable sectoral “efficiencies” in 
terms of labour productivity or ICORs to be calculated. 
Although sectoral comparisons are of limited value in 
many cases, since absolute levels of performance depend 
on sectoral and branch price differentials, a number of 
general observations can be made. The pattern of invest- 
ment in the national economy in 1976-1977 indicates 
that the maximization of output was not a dominant 
policy objective in the sectoral and branch allocation of 
resources. According to the statistical methodology 
applied in the centrally planned economies, services in 
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TABLE 1.1 
Changes in growth of the net material product 
(Annual percentage change) 
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1.97 Sey т: Ue, РЕ 161.5 * 5.2 4.0 3.5 3.0* 5.7 5.4 57 4.8 
О к Ее 168.5 * 4.3 1.3 5.5 4.2 
1976-1980 ....... 5.0 4.0 6.0 5.0 

Hungary 
LOTTO RP Fev tag cote ck MES 432.4 5.0-5.5 3.0 c. 4.0 —2.7 6.0 4.6 5.0-5.5 4.6 
м bah kt И 473.5 6.0-6.5 7.8 7.0-8.0 10.3 6.0 6.6 5.0-5.5 6.4 
ТО eee. ЗЕ 510.0 5.0 4.0 2.0-3.0 2.0 5.5-6.0 5:2 4.0-5.0 5.0 
1979 Bara, Cae (tt ees 527.8 * 3.0-4.0 3.0-3.5 4.0 1.0 
1976-19800 оч 14 5.4-5.7 3.4 6.0 5.5-6.0 

Poland 
Тб ess ет. Г 1 593.3 8.3 6.8 5.9 —1.1 8.8 9.3 4.2 1.7 
О ОЕ 1736.1 5.7 5.0 5.3 1.4 6.3-7.3 6.9 6.6 3.9 
А} Fee В 1 784.7 * 5.4 2.8 4.5 4.2 6.8 5.8 5 ate 
OL vo a ee ee Р.А 1 834.7 * 2.8 3.9-4.8 4.9 Cig * 
1976-1980 ....... 7.0-7.3 4.3 8.2-8.5 7.4-7.7 

Romania 
Об о 400.0 10.5 10.5 15.0-26.6 17.3 10.2 11.4 нА 6.0 
197 7A И 431.7 11.3 9.0 1.9-13.6 —0.8 10.5 12.5 20.4 11.4 
т eee Posh Fyre 464.0 11.0-11.5 7.6 6.9-16.1 2.4 10.6 9.0 8.3 ка 
ПО те oF uso eee 4 504.8 8.8 5.1-5.6 11.3 8.3 
1976-1980 gee. с ель 11.0 с 6.0-9.0 с 11.5 с 

Soviet Union b 
197 Gtr n ere ee 385.7 5.4 5.9 7.3 6.5 4.3 4.8 5.1 1.4 
19779 ae AY ме * 403.0 4.1 4.5 5.3 3:0. & 5.6 apt) 6.5 2.1 
ЗО Le 417.05 4.0 4.05 6.8 4.0 4.5 4.8 4.1 2.4 
К ee 2 Aes 435.0 *2 4.3 5.8 5.7 5 
1976-1980 ....... 4.7 5.1 6.3 5.8 

Byelorussian SSR ; 
19762 eee ee ath 5.5 5.5 2 6.2 6.1 7.0 3.6 2.6 
О ИИ ыы 5.8 5.0 2.9 —2.0 6.3 8.3 4.4 4.0 
1978 п м эт. 6.0 6.5 4.8 5.0 6.1 7.6 6.4 3.0 
1979 BA Oe Sy 6.0 3.6 6.2 5.0 
1976-19800 Вел", 6.0 3.8 7.4 5.0 

Ukrainian SSR 
Об aioe ca ch At 69.8 4.5 6.0 7.9 10.8 4.1 4.1 6.9 4.8 
eet с. 73.5 4.8 5.0 4.3 Sez 5.3 5.7 4.1 2.0 
О tere ae aa ТВ 4.3 3.0 4.0 0.1 4.7 4.4 3.2 0.1 
1919" eee 78.8 * 4.2 4.5 5:2 3.2 * 
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TABLE 1.1 (continued) 


Changes in grouth of the net material product 
(Annual percentage change) 


a  * 


Net material 
product (billions 
of national 


Net material product 
currency units) 


Country and period at current prices Plan Actual 
Eastern Europe 4% 
бе ИЕ 7.0 5.7 
а ae 6.6 5.8 
TOTS SEF cE Me MD: 6.1 4.3 
1979" Бета, сес 4.6 
1976-1980. усе aE 6.6 
Soviet Union and 
eastern Europe 4 
Sto se aot Ghana 5.9 5.9 
к ee sg oe 4.8 4.8 
LOTS R Ч nt 4.6 4.1 
ТОТО 0) 48. AIR HY. BIS) «17, 4.4 
76-198. 22 5.3 


Gross output 


Agriculture Industry Construction 
Plan Actual Plan Actual Plan Actual 
7.4 7.4 
6.7 7.0 
6.7 6.0 
6.0 
15 
5.2 5.5 
5.9 6.0 
5.1 5.1 
Del 
6.6 


Sources : National statistics, plans and plan-fulfilment reports. 


Note : Changes for five-year periods are annual averages. For agriculture, 
five-year targets are annual percentage changes over 1975, recalculated by the 

E Secretariat. In all countries, except Romania, the original targets were 
five-year annual averages in relation to the previous five-year average. 


< At Constant prices. 


the non-material sphere do not contribute to national 
income; thus, investment in this sphere has no direct 
effect on over-all economic expansion as measured by 
NMP. Nevertheless, more than one-quarter of investment 
was allocated to the non-material sphere, largely in 
housing and social infrastructure, though it was lower in 
the German Democratic Republic and Hungary (20 per 
cent) and in Romania (17-18 per cent). Within the material 
sphere, the objective of increasing over-all investment 
efficiency (in terms of ICORs) appears to have played 
hardly any role in the allocation of measures, despite wide 
inter- and intra-sectoral differences in the investment cost 
per unit of additional output. For instance, in the Soviet 
Union, the investment resources allocated to agriculture 
and transport amounted to more than 31 per cent of the 
total in the 1975-1977 period, but these sectors contributed 
only around 23 per cent to national income, whereas 
industry took 35 per cent of total investment and contri- 
buted over 52 per cent of NMP. These relationships show 
that the higher “income-creating” effect of industrial 
investment has not induced policy-markers to change the 
ranking of sectoral priorities. In the east European coun- 
tries, except Romania and the German Democratic 
Republic, industrial investment has remained below 42 per 
cent of the total. Again among industrial branches the 
highest priority in all countries of the region has been 
given to investment in energy, where coal and power 
generation (particularly nuclear power plants) are cer- 
tainly not projects with the highest investment efficiency 
in value terms. Their dampening effect on investment 
efficiency with regard to the creation of national income 
is clear. In addition, the increasing share of such large- 
scale long-term projects in total resource allocation tends 
to prolong average construction times, thus making it 
difficult—at least in the short run—to reduce the ratio of 
uncompleted projects to total investment in line with 


plans. 


> Distributed NMP. 


с Based on supplementary plan, The original five-year targets were as follows: 
NMP — 10.0-11.0 per cent; gross output in agriculture — 6.5-8.6 per cent; 
gross output in industry — 10.2-11.2 per cent. 


ai peas excluded. For the method of weighting, see section on industry, 
table 3.1. 


The problems of scattering investment resources, of 
excessively long periods of construction, of the increasing 
share of non-completed investment projects, of the slow 
process of bringing completed projects to full operational 
capacity, and of shortcomings in construction, have all 
been more or less referred to for years in the press, the 
statements of leading policy-makers, and in the profes- 
sional literature in all countries of the region. The impact 
of these problems cannot be neglected in an analysis of 
the efficiency of investment. In the short term, their 
direct impact on decelerating trends, planned or actual, 
in economic expansion is secondary. But their longer- 
term effects are significant, and their solution could bring 
into play a major growth reserve. 

In recent years, reduced rates of growth of the NMP 
have been new phenomena. They reflect, above all, a 
new approach to global development strategy. Invest- 
ment has a major part in this strategy: new limits have 
been placed on the total volume of resources allocated 
to investment because of policies in the field of con- 
sumption and social welfare, and also of foreign trade. It 
involves also a modification in the pattern of investment 
to provide a basis for the implementation of the policy of 
balanced growth. Economic developments since 1975 have 
shown that policies of redressing imbalances have not 
produced, in the short-run, an acceleration in the growth 
of NMP. The examples of accelerated expansion which 
have occurred in some countries during the period under 
review were accompanied by increasing trade deficits and 
a pronounced deterioration of imbalances in domestic 
structures. 


(iii) Changes in employment and labour productivity 


The strategic objective of balanced growth must be 
seen against the background not only of a general philo- 
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sophy of economic development, but also, and especially, 
of the availability of human, material and financial 
resources needed to implement development policies and 
to fulfil their objectives. In the field of manpower supply, 
shortages have become an important problem in all the 
countries of the region. In some of them, it is true, they 
are confined to certain regions or activities. As the pros- 
pects for increasing labour supplies are modest and 
limited, solutions have to be found in the redeployment 
of those already employed, particularly those employed 
in ancillary activities, and also, in more general terms, in 
applying labour-saving technologies. Measures of direct 
administrative intervention, such as the ban on additional 
employment in some activities or in some urban areas, 
have been exceptional in the past and have produced 
rather meagre results in the longer run. 


Additional labour resources are limited largely to young 
people, as the shares of the economically active population 
in total population have reached levels which cannot be 
increased without producing negative effects on social 
and family life. Relevant statistical data for 1978 were 
not available at the time of preparing this Survey, but the 
1977 data provide a good basis for describing the present 
situation in this regard, as changes in both active and total 
population are relatively small in the short run. In all 
countries of the region except Poland, participation rates 
are between 47.5 and 50 per cent (see text table). 


Economically active population and its ratio 
to total population in 1977 


ee 
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Data in table 1.2 refer to changes in total employment 
between 1975 and 1977. During this period, employment 
was virtually stagnant in Bulgaria and Hungary, with a 
slight tendency to decline. In all other east European 
countries, the average annual increase was between 0.4 
and 0.9 per cent. The rate of increase was higher in the 
Soviet Union, at just over 1.7 per cent. During these two 
initial years of the current five-year plan period, there were 
notable changes in employment trends compared with 
the previous quinquennium. This can be seen from the 
shape of the curves for total employment in chart 1.1. 
More precisely, the peak in employment was reached in 
Bulgaria in 1975 and in Hungary in 1976. Only in the 
German Democratic Republic and Romania was the 
growth of employment the same in both periods, albeit 
at the low average annual rate of 0.4 per cent. The slow- 
down in employment was slight in the Soviet Union (the 
rate fell from an annual 2 per cent growth in 1971-1975 
to 1.7 per cent in 1976-1977), more noticeable in Czecho- 
slovakia (from 1.0 to 0.4 per cent), and very pronounced 
in Poland (from 2.2 to 0.9 per cent per year). It is obvious 
that demographic factors have contributed to these 
developments, but the impact of changes in social struc- 
ture and in policy should not be neglected. 

Changes in the growth rates of employment by major 
sectors, as defined in table 1.2, reflect the structural 
changes in each economy and, in particular, the shift 
towards tertiary activities, which include services in the 
material and non-material spheres, and also those activ- 
ities with the highest labour-intensity. For the material 
sphere as a whole, the changes in employment are smaller 


Country Thousands Percentage than for total employment, except in Bulgaria and 

Romania. There was a drop of 1.6 percentage points in 

Buloaciag te cen kot natn ae 4310 49.0 Bulgaria in 1977 and in Hungary in 1978 as compared 

CZeCHOSIOVak ida ie woe ete ira ar мые 7149 49.8 with 1975. The lower rates of increase of employment in 

German Democratic Republic*. . .. . . 8058 48.1 the material sphere are largely the result of shrinking 

А cence peas een ee eae 5081 47.8 employment in agriculture. Accordingly, employment in 

oa с esi oom Neel! 3 oa wt the material sphere, excluding agriculture, rose more 

SIEM rate inde ad? AE. ЗВ бам Na) ео rapidly. This is not true for Poland, where agricultural 

eee nt ee ОН р employment did not decline during the period under 

review; there was instead a decline in employment in the 

т ИИА construction industry as а consequence of the slowdown 
< Excluding apprentices, of investment in 1976. 

TABLE 1.2 


Employment in 1977 
(Indices, 1975 = 100) 


i 


Country 


Total 


Material sphere 

Non- 
material 
sphere 


Excluding 


agriculture Agriculture Industry 


eee 


Bulgaria’ hse ce cat bec eee ae 99.8 
Сосо бу nna eee 100.8 
German Democratic Republic . . 101.4 
Нопрагу tcc ee eee 99.9 
Poland’ Ratt ee ee ee 101.8 
Romania®; st sk we eee 101.1 
Soviet Union ......... 103.5 


Source : Nationa! statistics. 


98.4 104.1 107.2 92.7 102.9 
100.7 101.8 101.1 95.7 101.1 
100.8 101.3 104.0 Sal 101.2 

98.7 99.6 105.7 94.5 97.5 
100.9 101.1 107.7 100.2 101.6 
101.0 107.5 103.0 921 108.1 
102.5 104.9 106.8 98.0 104.5 
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TABLE 1.3 
Employment in 1977 
(Percentage distribution, total = 100) 


— 


Country 


Total 


Material sphere 
Non- 
Excluding material 
agriculture sphere Agriculture Industry 


ee SS SSS ee ee eee eee ere eee 


ofan te ОА о ОИС О at, ЗЫ inl 


German Democratic Republic 
Hungary 
Poland 

Romania 


Source : As for table 1.2. 
а Including forestry. 


The structure of employment by sector, referred to 
above, is characterized by high shares of employment in 
the material sphere, but these have declined since 1970. 
Nevertheless, they were still high in 1977 and ranged 
between 77.4 per cent in Czechoslovakia and 88.3 per 
cent in Romania (table 1.3). In three countries—Czecho- 
slovakia, the Soviet Union and the German Democratic 
Republic—the shares in 1977 were 80.0 per cent or less; 
they were more in Hungary and Bulgaria (82.0 to 83.0 per 
cent), and in Poland and Romania (87.0 to 88.0 per cent). 
This rank order of the countries is virtually the same vith 
regard to the shares of employment in services (taken 
in the broad meaning of the term, i.e. excluding agriculture 
and industry only). In the first three countries, the shares 
were around 48.0 per cent, in Hungary 45.0 per cent and 
in Bulgaria and Poland around 40 per cent. Less than 
one-third of employed labour was engaged in these 
activities in Romania. 


In 1978, as in previous years, the emphasis of policy 
was on the better organization of labour in the enter- 
prises and also in relation to labour looking for jobs. 
Innovations in the system of wage and salary payments 
and other material incentives, together with increases in 
wages and other incomes, were designed to encourage a 
more rational and less wasteful use of labour in enter- 
prises. But, on the whole, the indications are that the 
strains caused by tight labour supplies did not ease in 
1978. 

In Bulgaria, measures to improve labour management 
in the material sphere included the introduction of the 
labour brigade system, i.e., labour organized in teams 
and operating on a self-accounting basis. The new wage 
system became effective in 1978 and was designed to 
stimulate a rise in labour productivity. 

In Czechoslovakia, tight labour supplies led policy- 
makers to pay the greatest attention to the labour-saving 
aspects of technological progress. It was reported that 
about 50,000 working places might be saved in industry 
and construction by increasing the share of fully automated 
machines and a further 75,000 by increasing the amount 


57.9 16.6 25.5 34.2 
63.7 22.6 1B 38.2 
70.8 19:5 9.7 41.5 
62.8 17.9 19.3 34.7 
56.1 13.1 30.8 20.3 
53:7 ИТ 34.6 32:7 
56.0 22.2 21.8 а 29.3 


of shift уогКт?.1 The pay policy was also revised and 
the trends towards egalitarianism in wages were criticized. 


In the German Democratic Republic, the main policy 
orientation was to save labour by the “rationalisation” 
of working places and to save working hours by improving 
technical conditions. In industry, construction and trans- 
portation, 223,300 working places were rationalized in 
1978, and in 41,700 of these, strenuous working conditions 
were improved. In the course of the same year, 275 to 
280 million working hours were saved, equivalent to more 
than 150,000 fully employed persons. The target for 1979 
is a further saving amounting to 350-380 million working 
hours. On the other hand, a new decree, issued in Sep- 
tember 1978, provides for an increase in annual leave of 
three days. It should become effective as of 1 January 1979. 
The global effect of this measure is equivalent to 
106,000 workers, according to Neues Deutschland, and is 
to be offset by increased labour productivity. 


In recent years, Hungarian labour policy aimed at 
shifting labour from production lines which had been 
closed down because of either obsolescence or low market 
competitiveness to new or modernized plants. Various 
measures were introduced in 1978 to initiate and speed 
up this process. Time and motion study, introduced in 
Hungary in 1976, will be used more extensively and the 
redeployment of about 600 to 700 thousand people is 
planned. Changes in the country’s wage system, and in 
particular increases in pay differentials, have been designed 
to stimulate an improvement in the use of available labour. 


Poland is also one of the countries where the improve- 
ment of labour management is becoming more and more 
urgent. First of all, Poland has entered the stage of rapidly 
declining labour resources. Whereas in 1976 they 
amounted to approximately 270,000 people, by 1980 they 
will have fallen to 160,000, according to the country’s 


1 Hospodarske Noviny, No. 28, 14 July 1978. The share of fully 
automated equipment in industry and construction was 11.3 per 
cent at 30 June 1976. 
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СНАЕТ 1.1 СНАВТ 1.2 


Changes in net material product and factors inputs Efficiency indicators 


(Indices, 1968-1972 = 100) (Indices, 1968-1972 = 100) 


BULGARIA BULGARIE БОЛГАРИЯ 


TCHECOSLOVAQUIE ЧЕХОСЛОВАКИЯ 


GERMAN DEM. ВЕР REP DEM. ALLEMANDE ГЕРМАНСКАЯ EM. РЕСП. 
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СНАвТ 1.1 (continued) CHART 1.2 (continued) 


HUNGARY HONGRIE ВЕНГРИЯ 


160 160 
140 140 
120 : ; т. 120 
ео рой 100 
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CuartT 1.1 (concluded) 


USSR 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


eee Net material product 
— — — 5-уеаг-р!ап target 
eccccccccccccce Annual plan target 
Employment, total 


—— — 


Employment, material sphere 


Fixed assets, total 


Fixed assets, material sphere 


Source : National statistics. 


Prime Minister. At the same time, the demand for labour 
has been increasing in services and also in agriculture, 
where the replacement of older farmers is to be speeded 
up. In Poland, a gradual increase in the number of days 
of annual leave has also been envisaged, and in 1979 an 
additional two days will be granted to all employed per- 
sons. The effect on output should be offset by the better 
use of available labour. 


In Romania, improvement in labour management was 
linked with the introduction of a new economic mecha- 
nism, initiated at the plenary session of the Central 
Committee of the Romanian Communist Party in March 
1978. Measures were introduced to enable workers to 
participate in the profits of enterprises and to improve the 
functioning of the economic system through greater use 
of self-management (autoconducerea) and financial instru- 
ments (autogestiune). It has been decided that workers’ 
bonuses will be based in part on profits, that wages will 
be linked to net production instead of global output and 
that enterprises will be able to retain part of profits for 
the construction of houses for their workers and other 
social-cultural activities. 


Labour productivity has become more and more import- 
ant in maintaining the over-all rate of economic growth. 
Nevertheless, the expectations of planners in this regard 
have not been fully confirmed by actual developments. 
Rates of growth of labour productivity in all countries 
have followed the same path as NMP. The reasons for 
the downward trends in labour productivity are to be 
found, to a great extent, in the slow rate of improvement 
in the organization of labour and in the application of 
modern, labour-saving technology. In the short run, 


URSS 


CHART 1.2 (concluded) 


СССР 


120 


100 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 


NMP/gross product ratio 

NMP/employment ratio, material sphere 

. Fixed assets/employment ratio, total economy 
Fixed assets/employment ratio, material sphere 
Total fixed assets/NMP ratio 

Fixed assets, material sphere/NMP ratio 


breakdowns and shortages in the supply of material 
inputs have also had a considerable influence on the 
relatively slow advance of labour productivity because 
capacities were not fully utilized. Many policy measures 
have been designed to improve this situation and most 
have been linked with appeals to organize mass social 
action, such as socialist competition, counter-planning, 
shock-workers’ brigades, innovators’ movements and so 
on. The economic effects of these actions were in some 
instances rather impressive, but nevertheless partial in 
character. There has been no systematic survey of the 
results obtained on a nation-wide level and in a long- 
term perspective. 


Shifts in production structures have been another in- 
fluence on trends in labour productivity of the whole 
economy (social labour productivity). Preferences for 
the development of the sectors with a growth of labour 
productivity lower than the national average have brought 
about not only a slowdown in the growth rates of NMP 
but also of social labour productivity. This was certainly 
one of the factors behind the planned reduction of the 
relative growth of social labour productivity in the current 
five-year plan period as against the previous quin- 
quennium (see text table below). But, the actual slowdown 
in the course of 1976-1978 was larger than planned, except 
in Hungary and in the Soviet Union where the rise was 
within the target range. The planned targets for the growth 
of NMP in 1979 and the expected growth in employment 
in the material sphere will, most probably, not produce 
marked changes in the rate of increase of social labour 
productivity, at least not in terms of annual averages for 
the whole 1976-1979 period. The only exception is Poland, 
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where a noticeable slowdown in employment is accom- 
panied by a low (2.8 per cent) growth target for NMP. 


Changes in social labour productivity < 
(Annual average percentage change) 


Plan 
1976-1980 


1971-1975 1976-1978 1976-1979 

Bulgaria ..... 7.4 ПЕ 6.6 6.6 
Czechoslovakia . . 4.9 4.5* 3.6 3.7 
German Democratic 

Верос “eas 7) 4.9* 3.7 3.8 
ungaryar oto are 6.2 5.4-5.7 55 25 
Вора аи. > 7.4 5.9-6.1 4.3 3.7 
Romania ие 11.0 9.4*-10.4* 8.4 8.4 
Soviet Union ... 4.1 3.5% 3.8 3.8 


Sources : For 1971-1975 and the Plan 1976-1980, Economic Survey of Europe 
т 1976, Part Il; for 1976-1978 and 1976-1979, secretariat estimates based on 
national statistics, annual plans and plan-fulfilment reports. 


Note : The 1979 data refer to released plan targets and shares of social labour 
productivity in the formation of NMP and to historical percentage changes in 
employment in the material sphere. For the Soviet Union, it is assumed that the 
produced national income has been growing at the same rate as the distributed 
in 1978 and 1979. 


в Ratio of net material product to employment in the material sphere. 


Criticism voiced in the discussions on the annual plans 
for 1979 reflects the dissatisfaction of the decision-makers 
with the effects of their policy measures at the global 
level. In brief, the effects of policies aimed at raising 
national rates of growth of labour productivity have not 
been large enough to compensate for the relatively low 
rates of growth of labour supply and to ensure the planned 
acceleration in economic growth. 


(iv) Changes in material inputs and efficiency 


The exploitation of natural resources attracted increased 
attention in 1978. Programmes for protecting agricultural 
land against erosion, for land reclamation, and for the 
improved use of water resources required more and more 
investment expenditures. These issues became an import- 
ant component of global and regional development 
policies which, because of their inter-sectoral character, 
were not associated only with issues of agricultural 
development. (For more details, see the section on agricul- 
ture in the Economic Survey of Europe in 1976, part II.) 
The amount of investment allocated for their implemen- 
tation now accounts for a considerable proportion of the 
annual total. Concerning the use of land for non-agricul- 
tural purposes, recent developments in industrial cons- 
truction, the expansion of transportation infrastructure 
and, in particular, of road networks, intensive housing 
construction and urbanization in general, have all pro- 
voked new policy interventions with a view to restricting 
and, in some cases stopping, this process. 

In 1978 several countries amended their legal positions 
in this regard. Amendments to Soviet legislation on the 
protection of nature and the rational use of natural 
resources were passed in December 1978: these aim to 
improve the utilization of natural resources and to make 
the users economically responsible for environmental 
damage and wasteful exploitation.” 


2 Ekonomicheskaya Gazeta, No. 3, January 1979. 


All these developments have required more intensive 
investment in agricultural production and, in particular, 
in agricultural infrastructure such as roads, rural con- 
struction, land reclamation, rural settlements and the 
construction of new rural conurbations. Considerations 
of environmental protection in general have also become 
more and more pronounced and systematic, which 
implies an increasing amount of investment allocated to 
this purpose. Some long-term programmes in this field 
have been worked out, others are in the process of prepa- 
ration. The revision of general schemes of territorial 
allocation of production activities are underway in several 
countries, and increasing attention to regional economic 
development is characteristic of all. 


Policies dealing with supplies of material inputs in 1978 
aimed at securing, first of all, regularity and continuity 
and, in some countries, the formation of excessive stocks 
was discouraged. But shortages of energy, some raw 
materials (frequently of steel), spare parts, and agricultural 
supplies, such as fodder, were to a great extent common 
in all economies of the region. The effects of policy 
actions in promoting and stimulating a rational use and 
economy in consumption of these goods were positive, 
but in global terms they remained rather marginal. The 
development of domestic resources based on ambitious 
investment programmes has not progressed sufficiently 
to reduce the strains in national resource balances. Stable 
economic growth—and, even more, any acceleration of 
growth—has to rely on substantial supplies from 
abroad. This, in turn, has not allowed any reduction in 
the strains caused by the limited resources for foreign 
payments and has not provided room for more flexible 
import policies which might support, more efficiently, 
the acceleration of over-all output growth. Policy 
measures pursuing a reduction of import dependence 
might have had, despite the selective character of their 
application, just the opposite effect on economic growth 
in several countries. Most likely, the slowdown of eco- 
nomic development in Poland in 1978 was due, to a large 
extent, to policies restricting imports. 


The improvement of agricultural supplies in the last 
quarter of 1978 was the result of an exceptionally good 
agricultural year in all countries of the region. It will 
certainly have a beneficial effect on national balances in 
1979. It is true that, in most countries, the ambitious 
targets for 1978 were not achieved and that agricultural 
supplies have been lagging behind the five-year plan 
objectives, but the fact is that in most countries agricultural 
output reached record levels. It has greatly improved the 
tense situation in fodder supplies which had been caused 
and amplified by a steady rise in livestock numbers in 
recent years. Even for countries still short of domestic 
supplies, imports of agricultural products, particularly 
from the west, will most probably be considerably 
reduced in the 1978/79 crop year.® In the long run, the 
problem of balances in agriculture and the policy objec- 
tive of attaining self-sufficiency in agricultural supplies 


3 In January 1979, the US Department of Agriculture forecast 
that grain imports into Czechoslovakia during 1978/79 might be 
significantly below the 1.1 million tons imported last year, while 
Poland’s imports are estimated at 5.8 to 6 million tons, also less 
than in the previous year. Increased imports of corn and other 
coarse grain have been forecast for Bulgaria and Romania (it is 
expected that the latter might import about 1 million tons of US 
corn). The German Democratic Republic is expected to be an 
importer of large quantities of high-quality wheat and feedgrains. 
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remain major issues in development policy. Their solution 
will require additional and heavy investment in the future. 
Agricultural products will be more expensive as the returns 
are not sufficient to compensate for increasing costs. 
These must be balanced either by increased prices of 
agricultural products or by larger subsidies to producing 
units. As consumer food prices have not changed in 
some countries for a long time, and in those where prices 
have risen the increases have been less than the increase 
in costs, the burden of subsidies has reached a consider- 
able share of the total budget allocation for the economy. * 
Their effects, on the redistribution of national income 
are not limited only to personal consumption, and they 
cannot be neglected in considering the prospects for stable 
and dynamic growth. 


In recent years, supplies of raw materials and of energy 
and fuel did not improve sufficiently to increase the stabil- 
ity of economic growth in any country of the region. 
Almost all analyses of recent developments in eastern 
Europe and the Soviet Union refer to shortfalls in energy 
supplies; 1978 was no exception in this regard. The situa- 
tion in electric energy supply was particularly tense and 
cuts in power supplies were frequent in eastern Europe. 
The over-strained global balances in some countries led 
to the elaboration of emergency programmes for the 
control of consumption and compulsory savings of power 
were fixed for specific groups of consumers in order to 
avoid major breakdowns in supplies.° In 1979, the higher 
price of oil from the OPEC countries as well as a rise in 
contractual delivery prices for oil imported from the 
Soviet Union will put an additional strain on the already 
tense situation in energy supplies in the east European 
countries. It is difficult to keep the situation under control, 
since rising needs require more and more resources 
(investment in domestic capacities, increased import 
dependence) which make energy more expensive and 
leads to considerable shifts in the allocation of resources 
to the advantage of energy-producing sectors. 


In the short run, price increases for oil have already 
set off a new wave of price adjustments for energy, which 
started at the beginning of 1979 with price increases for 


“ It has been reported that in Poland agricultural subsidies in 
1978 amounted to about 270 billion zlotys, a huge sum which 
exceeded by far the value of gross investment in agriculture and 
agriculture-related industry (probably between 160 and 170 billion 
zlotys). 

5 In September 1978 at its plenary session, the Central Com- 
mittee of the Communist Party of Czechoslovakia decided on 
measures helping to secure regular supplies of fuel and power 
during the 1978/79 winter. At the same session, it was decided that 
work should start on the elaboration of energy-saving programmes 
which are to become “an organic part of the modernization of the 
production base” in the next two five-year plans, i.e. up to 1990. 
In Hungary also, restrictions were applied to electricity supplies 
and 1 billion forints were allocated to projects which would help 
to save energy. The most comprehensive programme of energy 
saving was approved in Poland on 1 October 1978. It involved 
power cuts for some 3,000 industrial plants and changes in work 
schedules in an additional 2,500. On the whole, power restrictions 
are to be applied to about 7,000 plants. In January 1979, the Bulga- 
rian Government introduced new energy-saving measures, one 
of which refers to electricity and fuel. Economic organizations are 
to pay for consumption over the agreed limit at double the normal 
inert five times more for consumption above-limit at peak 
periods. 


oil and oil products in some east European countries.® 
It should not be forgotten that the gains from the increased 
price of exported oil by the Soviet Union should, to a 
great extent, be used for the huge investment spending 
required for opening up new sites for the exploitation of 
oil, gas and coal in the eastern regions of the country and 
for building up atomic energy plants in the European 
part. In short the actions for saving energy and the 
organizational measures to improve the management 
and control of energy consumption have given notable 
results, as has been reported. But, to secure sufficient 
and regular supplies from domestic sources and to reduce 
the dependence on imported energy require actions of a 
long-term character. The approval of the first long-term 
programme up to 1990 for economic co-operation in the 
field of energy among the CMEA member countries at 
the Council Session in Bucharest in June 1978 underlines, 
in the first place, the strategic importance of the energy 
problem and, secondly, the fact that measures to solve it 
go beyond national frontiers and require a very long 
time for their realization.’ 


TABLE 1.4 
Changes in NMP and stocks of fixed assets 
(Undices: average for 1968-1972 = 100) 


Fixed assets 


Country and period NMP _ Total Material 
sphere 

Bulgaria 

1976. of) Sees BS oe 155.0 157.8 167.5 

1977 ws, Ses МЕ 164.8 170.8 182.0 
Czechoslovakia 

ПР ars one ee 137.5 136.4 139.9 

еси ре Bee Ae: 143.2 144.6 149.0 
German Democratic Republic 

197 Greets аку tae 134.8 128.7 139.9 

IST IAS ee ee a ee 141.9 134.2 147.5 
Hungary 

Пе cat eae ete 138.8 139.7 154.3 

197) Be ees ae ea 149.6 148.2 165.2 
Poland 

бк, ae noes, ae hes 165.3 141.5 160.2 

В ое 173.6 152.1 175.8 
Котата 

р о не 182.1 172.3 187.6 

LCM aie а еек 198.5 189.1 205.4 
Soviet Union 

CE Fos Ee re. 141.0 155.5 162.8 

ао tel 147.4 166.3 175.2 

Дааа aS a ae eee 153.3 178.0 189.0 


—————— АА/ААА.) 
Source : National statistics. 


<) The Polish Deputy Minister for the chemical industry, 
referring to the price increases for oil imported from the OPEC 
countries (which accounts for about 20 per cent of total Polish 
imports of oil), estimated that they will raise Polish outlays for 
oil by about $33 million; increased prices for western petro- 
chemicals would also raise imports by an additional $120 to 
$150 million. 


т Within this co-operation, the unified electric power systems 
of Bulgaria, Czechoslovakia, the German Democratic Republic, 
Hungary and Poland were connected to that of the Soviet Union 
through the Vinnitsa-Albertirsa transmission line on 20 January 
1979. The capacity of the unified system is 180,000-200,000 MW. 
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As can be seen from table 1.4, fixed assets were the 
most dynamic production factor in all countries of the 
region during the period 1970-1977. The upward trends 
of the stock of fixed assets in the material sphere were 
more marked, as the investment resources allocated to 
that sphere were much larger than to the rest of the eco- 
nomy. For both total and for productive assets a high 
degree of growth stability was common to the whole 
region (see chart 1.1). It is most likely that this was also 
true for 1978: statistical data are for the most part lacking, 
but available information does not refer to any sudden 
reversal of the above trends, and the emphasis placed in 
all countries on raising the ratio of fixed assets brought 
into operation to total investment in the course of 1978 
by accelerating the completion of investment projects 
may have speeded up the process. Likewise, no reference 
has been made to any change in policy related to the 
discarding of fixed assets which have worn out econom- 
ically or technically.’ 


The interrelationship between the two upward growth 
trends, that of NMP and of stocks of fixed assets, implies 
changes in the level of capital efficiency. Increasing capital- 
output ratios (COR, the inverse of capital efficiency) for 
the whole economy, as well as for the material sphere 
alone, were common to all the countries of the region 
(chart 1.2). Even in countries which experienced decreasing 
CORs in the 1971-1975 period, there was a rise after 1975. 
It is most likely that this tendency persisted in 1978. 


Changes in capital intensity can also be analysed by 
relating changes in the stock of fixed assets relative to 
employment either globally or in the material sphere 
alone. In all countries, the change in capital intensity 
in the material sphere was greater than for social labour 
productivity (see text table). 


Changes in the ratio of stocks of fixed assets 
to employment (A) and of net material product 
to employment (B) in the material sphere in 1977 


(тагсез, 1968-1972 = 100) 


Country A B 
Bulgaria ots ac. Е ее 182.9 164.2 
Czechoslovakia ........ 140.3 134.8 
German Democratic Republic . . 145.5 138.8 
HAUNGALY foe па oa es 169.9 149.7 
ое cs) © has cs ae 156.8 154.9 
попа. 201.3 194.1 
Soviet Union .:. 9). 0 a. 159.6 134.2 


Source : National statistics. 


This, together with the accelerating rate at which the 
two curves have diverged in recent years (chart 1.2) implies 
rising capital costs per unit of output in the future. On 
the other hand, since fixed assets represent “embodied 
technology”, it can be inferred that this aspect of techno- 
logical progress made the dominant contribution to the 
rise in labour productivity and to the pace of over-all 
economic expansion. Policies to raise the impact of the 
“residual”—non-investment factors such as innovation, 
know-how and improvement in management—might 


8 Data published on the age structure of machines and equip- 
ment in Czechoslovakia also show a great degree of stability: the 
average age of machinery in industry changed from 11 years in 
1970 to 11.6 years in 1976 (Hospodarske Noviny, No. 28, 1978). 


make future increases in productivity less costly in terms 
of fixed assets and economic growth thus less capital 
intensive. 


(v) Policies promoting technical progress 


The policy-makers’ response to current difficulties in 
economic development has relied on the application of 
technological progress in the economy as a factor which, 
at least in the present historical context, might maintain 
the pace of economic growth and open up new possibil- 
ities for overcoming the constraints on it. The attention 
paid to technical progress in the annual plans for 1978 
and in current economic policies is a continuation of a 
strategy that had been adopted long before 1970. The 
results, however, are not considered satisfactory in any 
country in the region, despite the fact that social, political 
and economic activities in this field were very intensive 
in the course of 1978.° At present, it is not possible even 
to estimate the global effects of technical progress and 
innovation on economic growth. What is certain, as 
mentioned above, is that the trends in social labour 
productivity have not been affected sufficiently. 


A great deal of partial information from the annual 
and five-year plans, special programmes and plan- 
fulfilment reports indicates the high intensity of the 
technological innovation process and also the accelerating 
tendency in this regard. For instance, the number of 
research projects, planned and completed, has been 
rising. Co-operation in this field within the CMEA 
framework, bilateral or multilateral, has been more and 
more intensive and better organized. In several countries, 
reference has been made to the increasing number of new 
products and technologies introduced into production 
processes, and also to the advance in mechanization, full 
or partial, and the automation of production lines or of 
whole plants. The increased number of innovations and 
patents applied in enterprises, the development of so-called 
progressive materials, the substitution of old, less efficient 
and more expensive inputs by new and economically 
more advantageous ones, provide another flow of infor- 
mation on technological advance. Most countries have 
introduced State control of product quality with require- 
ments to bring standards up to modern technological 
requirements.!° Enterprises have worked out programmes 
for comprehensive management of product quality. 


® For example, in Bulgaria, a session of the Central Committee 
of the Bulgarian Communist Party dealt with the strategy for 
scientific and technical progress in July 1978 (see Rabotnichesko 
Delo, 2 August 1978). Special attention was paid to the issues of 
licence purchases, and joint research and co-operation deals in 
order to speed up the application of advanced technologies. At 
the October session of the Federal Parliament in Czechoslovakia, 
scientific and technical progress was reviewed. The State technical 
development plan for 1979 was also approved and included more 
than 40 research and development tasks. In the German Demo- 
cratic Republic, for the first time, the State plan for socialist 
rationalization for 1979 contains among many targets, about 
150 research projects at the branch level. 

10 Very recently, in February 1979, the Polish Sejm approved 
a Bill on the quality of products, services, works and building 
projects. In Bulgaria, products with the “K-mark” amounted to 
4.6 per cent of total industrial production during the first nine 
months of 1978. In the Soviet Union the number of products 
with the State quality mark grew from 48,200 at the beginning of 
1978 to 62,400 on 1 January 1979. In the German Democratic 
Republic it was reported that output of goods bearing the “Q” 
mark for quality rose by 26 per cent in 1978. 
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Special attention has been paid to the computerization 
of economic processes and management. The application 
of computer techniques in controlling technological pro- 
cesses or in the management of enterprises, of branches, 
and of some aspects of the country’s economy at a global 
evel, the so-called automated management systems 
(acronym in Russian, ASU), and the building up of 
computerized information systems have been progressing 
in some countries at a spectacular rate.1 

The production sectors helping to speed up technologi- 
cal progress have been granted the highest priority in all 
regards: in material and technical supplies, the allocation 
of investment resources, credit grants and access to 
foreign material supplies. The engineering industries are 
at the centre of these policies. The process of restructuring 
and reorganizing engineering in accordance with’ the 
requirements of modern technology has been considered 
as a key step in the technological re-quipment of the whole 
economy. This process has been under way for some years. 
The need for radical changes in this sector led to the 
preparation and approval of revised development pro- 
grammes for these industries in the course of 1978 (for 
details see the section on industry).!2 Together with the 
modernization of engineering, the development of elec- 
tronics and, in particular, of micro-processers ranks 
among the highest priorities in some countries. This 
orientation has been particularly emphasized in Bulgaria 
and Romania. 

Reliance on imported technology, particularly from 
the west, has had an important strategic role in speeding 
up the process of technological reconstruction in the 
national economies of the region. Above all, the transfer 
of technology has been linked to imported machinery 
and occasionally to the import of complete plants (so- 
called turnkey projects). Recently, and in some countries 
particularly in the course of 1978, greater emphasis has 
been placed on buying licences and technological know- 
how.!3 Increased budget grants and more credits have 


11 In the Soviet Union, 3,426 automated management systems 
were created in the period 1966-1977, of which 703 in 1976-1977. 
More than 400 were set up in 1978, and an additional 330 are 
envisaged in 1979. 

12 In Bulgaria, modernization efforts were concentrated on 
general electrical engineering, precision instruments and computer 
electronics. In Czechoslovakia, the restructuring of engineering 
started in 1977. Four priority development programmes of engi- 
neering products was reappraised and five were introduced, 
including, for instance, equipment for nuclear power plants. In 
the German Democratic Republic, the Central Committee of the 
SED at its meeting in June 1977 adopted the target of lifting the 
country’s electrical and electronics industries to international 
standards, in terms of volume and quality by 1980. The restruc- 
turing of engineering has been under way in Hungary since 1976; 
special development programmes were worked out for 21 major 
engineering products. In August 1978 in the Soviet Union, there 
was a decision “on further development of machine building in the 
period 1978-1980”. The programme for co-operation in the field 
of engineering, approved by the CMEA in July 1978, includes 
nearly 100 specific projects largely associated with the development 
of equipment for fuel and power generation and agricultural 
machinery. 

18 New approaches to the policy of buying licences were most 
noticeable in Bulgaria, Czechoslovakia, Hungary and Poland. In 
Hungary, the organization of licences needed to speed up the 
modernization of rapidly developing sectors had been held up 
by the continuing dilemma of whether to buy foreign licences or to 
rely on domestic research (Népszabadsdg, 30 November 1978). 
But, in 1978, funds earmarked fer purchasing licences in the west 
were raised to $50 million. It has been reported that the new 
approach in this regard in Poland considers the purchase of 
licences as an integral part of scientific and research policy 
(Trybuna Ludu, 2 November 1978). 


been allocated for this purpose. These measures were 
motivated by the prospect of savings in the use of domes- 
tic research resources, and even more by a shortening of 
the time needed to reap the full effect of such innovations. 
At the same time, the orientation towards industrial co- 
operation has provided a basis for the comprehensive and 
continuing transfer of technology in the sectors concerned. 
A more flexible and open approach in this regard can be 
noticed also in those countries which, up to 1978, had 
opted for a technology policy which relied largely on 
domestic research resources. As the buying of licences is 
very often linked to a large inflow of machinery and 
equipment, these developments have had a considerable 
impact on the structure of trade and domestic production, 
and also on the balance of payments, by increasing the 
demand for already limited foreign exchange. 

The variety of activities and policies in the field of 
technical progress, the size of the resources engaged, and 
the need for improving efficiency and for shortening 
the time needed for the application of technical innova- 
tions, are some aspects of a complex policy which cannot 
be organized effectively without adequate institutional 
changes. The system of management and planning has 
undergone many organizational changes which, to a great 
extent, have been influenced by the new dimensions of 
technology policy. They have taken place in the manage- 
ment of scientific and research organizations and also in 
the form of their organizational links with production 
units, which resulted in the creation of scientific-produc- 
tion associations.14 New methods of financing research 
and technological innovation, the formation of special 
funds for that purpose at a different level of the managerial 
structure, changes in the system of incentives for innova- 
tors, managers and workers, and modifications in the 
methodologies for setting the prices of new, technically 
advanced products, are all examples of recent develop- 
ments in the economic mechanism of every country in the 
region. 


(vi) Trends in the allocation of resources 
for domestic use 


The allocation of available resources by economic use 
has been geared in all the countries of the region towards 
redressing imbalances in the countries’ economies, exter- 
nally and internally. Statistical data, available only for 
1976 and 1977, fully support this generalization. Macro- 
economic developments in 1978 and also those planned 
for 1979 suggest that the policy of redressing economic 
imbalances is being pursued with a great deal of deter- 
mination. 

First of all, the redressing of trade balances has brought 
about a relative reduction in resources available for 
domestic use compared with the previous years. In the 
Soviet Union in 1976 and 1977, domestic allocations were 
below produced output (see text table). In Czechoslovakia 


‚ The number of scientific-production associations in industry 
in the Soviet Union increased as follows: 


Year Units 

1970 608 
1975 2314 
1976 3 312 
1977 3 670 


Source : National statistics. 
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TABLE 1.5 
Changes in distributed net material product 
(Annual percentage change) 


ee en ee ET РН TERE 


NMP 


Country and period distributed 


Total 


Net capital formation 


Consumption а Net fixed Changes 
Е capital in 
Personal Social Total formation stocks 


ое о ee ee et at 


Bulgaria 
бе. 0.7 6.4 
1977 —1.6 4.0 
Czechoslovakia 
LO Gee bce ee tee 3.1 Bre 
ORT a ae 1.4 3.6 
German Democratic Republic 
О a ла 5.7 4.8 
1977 4.8 4.7 
Hungary 
1976s sa 152 21 
ТОТИ 6.0 4.2 
21а0{978 1: (eRe: 2.0 3.4-3.6 
ТОВ Эх Wess: с. 9.0 с. 3.0 
т У 79 ans oe os —* 2.5-3.0 
Plan 1976-1980 . . 4.2-4.6 3.9-4.2 
Poland 
OF GmEE e 7.0 8.9 
197 James 2 27 6.8 
Plan 1978 25 Sal 
океана. nts a 
Plan979 1.0 3.0 
Plan 1976-1980... 4.8 
Soviet Union 
ПОС ty fetes gtr ae 5.0 5.0 
1977 BS) 4.9 


6.5 6.1 = 11:0 

3.5 5.0 о 
2.8 4.9 17 2.5 214 
2.8 5.8 —4.9 aan 4407 
4.3 ae 8.8 6.3 25.1 
4.4 6.5 5.0 4.5 7.8 

b 
1.6 5.1 Se 127 80.3 
4.3 3.6 11.0 Е 62.6 
с. —4.0-—5.0 i 
25.0 
c. —6.0* 
8.7 9.8 3.7 0.7 16.5 
6.6 7.8 = 5:3 43 —40.0 
7.6 
6.9 
1.6 


Source: As for table 1.1. 


а Data for personal consumption refer to consumption of the population. Data for social consumption refer only to the consump- 
tion of material goods by institutions meeting the collective needs of the community as a whole. 


+ Including changes in work in progress. 


and Bulgaria, the imbalance which existed in 1976 was 
virtually eliminated in 1977, and in Poland, considerably 
reduced. 

Developments in foreign trade in 1978 did change some- 
what the relationship between produced and distributed 
NMP in most countries. It appears that the largest reduc- 
tion in imbalances as compared with 1977 occurred most 

-probably in Poland and the German Democratic Repub- 
lic. On the other hand, accelerated growth in domes- 
tically distributed resources in Hungary and Romania 
entailed a deterioration in trade balances. Statistical data 
are available only for Hungary and they show an increase 
in distributed NMP of about 9 per cent as compared with 
а 4 per cent rise in produced output (table 1.5). The targets 
for 1979 envisage a reversal of these trends: a 3-4 per cent 
expansion of domestic production and, most probably, 
zero growth of domestic final consumption. In Poland, 
domestic production and final consumption are envisaged 
to grow at the same rates as in 1978, namely, 2.8 and 1 рег 
cent respectively. 


Changes in distributed NMP 


In billions of national 
currency units 


Percentage of . 
(at current prices) 


Country and period produced NMP 


Bulgaria, п о ae 1976 15.86 104.8 
1977 15.98 100.7 
Czechoslovakia ..... 1976 422.9 101.1 
1977 415.8 100.4 
Hungary 1976 454.8 105.2 
1977 499.6 105.5 
Poland'#. foie. ae 1976 1 693.7 106.3 
1977 1 822.9 104.9 
Soviet Union 1976 383.0 99.3 
1977 398.4 98.9 


Source : National statistics. 


In domestic allocations, shifts in priorities in favour of 
the consumption of the population took place in all coun- 
tries of the region. This was reflected in a more rapid 
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growth of the consumption of the population, as com- 
pared with distributed NMP, in Bulgaria, Czechoslovakia, 
Poland and the Soviet Union in 1976 and 1977. Devel- 
opments in Hungary did not fit this pattern, especially 
in 1978. It is true that Hungary’s plan for 1978 called for 
a more rapid increase in consumption than in distributed 
NMP, but in fact consumption grew by 3 per cent, slightly 
below the plan target, and distributed NMP rose by 9 per 
cent, the highest rate in the region. The targets for 1979 
envisage a 3 per cent growth rate of the consumption of 
the population in Hungary and Poland. With respect to 
two major components of consumption, social consump- 
tion grew more rapidly than personal consumption almost 
everywhere in 1976 and 1977. 


Accordingly, the:part of distributed NMP allocated to 
net investment (social accumulation) was subjected to con- 
siderable annual fluctuations in 1976 and 1977. With the 
exception of Hungary, the trend was downward in all 
countries in 1977. There was a decline in Bulgaria, Czecho- 
slovakia and Poland. In Hungary, a decline in net invest- 
ment in 1976 (—1.4 per cent) was followed by an increase 
of 11 per cent in 1977. For 1978 a decline was planned, but 
there was in fact an increase of 25 per cent. The plan for 
1979 calls for a decline amounting to about 6 per cent. 
Annual fluctuations were less with regard to net fixed 
capital formation, but were very large for stocks. Data are 


available only for four east European countries, but in all 
of them policy was aimed at reducing excessive stocks. 
In two of these countries—Czechoslovakia and Poland— 
stocks had already been reduced considerably in 1977: 
large falls of 41.7 and 40.0 per cent respectively were 
reported. On the other hand, in the German Democratic 
Republic and Hungary policy measures did not check 
increases in stocks: they continued to grow at a lower rate 
in the German Democratic Republic and at a higher rate 
in Hungary. References in all these countries to excessive 
stocks and a tendency towards stock-piling within enter- 
prises in 1978 show that the policies of bringing stocks 
down to normal levels were not completely effective and 
that imbalances in this field cannot be expected to be 
removed quickly. 

Shifts in resource allocation in favour of consumption 
are noticeable in all countries in 1976 and 1977 (table 1.6). 
In 1977, there was an increase in Bulgaria (75.3 percent- 
age share), Czechoslovakia (76.2), the Soviet Union (73.6), 
and Poland (68.5). In the German Democratic Republic, 
the high share (77.1 per cent) remained unchanged. In 
Hungary a drop of 1.2 percentage points reduced the 
share to 73.0 per cent; this decline continued in 1978 (to 
69 per cent). On the other hand, in Poland the share of 
consumption rose to 69.5 per cent and in the Soviet Union 
to about 75 per cent. 


TABLE 1.6 
Allocations for domestic use 
(Percentage of distributed NMP) 


Consumption 


Net capital formation 


Net fixed 


Country and period Total Personal Social Total Fontes Vora Ё 

Bulgaria 

1976, 2024-88: 71.0 46.4 24.6 29.0 

iB С a 75.3 49.2 26.1 24.7 

9 оо КМ ка о 26.9 

тои. =. ae ae 

Plan 1979... 74.0 26.0 

Plan 1976-1980 74.0 26.0 
Czechoslovakia 

197.6 eae 74.5 54.7 19.8 25.4 20.3 5.1 

197 Tig Ре 76.2 55.5 20.7 23.8 20.9 2.9 
German Democratic 

Republic 

197. Gingre ет. 77.1 66.2 10.9 22.9 19.5 3.4 

197 Te ae crs 77.1 66.0 11.1 22.9 19.4 3.5 
Hungary 

19767. a See 74.2 64.4 9.8 25.8 20.0 5.8 

19. ты 73.0 63.4 9.6 27.0 18.2 8.8 

1978" ще 69.0 ; д 31.0 Се 5 

Plan 1976-1980 73.0-75.0 27.0-25.0 
Poland 

9767 _ 9 65.9 55.2 10.7 34.1 26.8 

Е эм 68.5 573 11.2 31.5 27.2 ii 

1978: |... 9 69.5 в 30,5 #2 

Plan 1979... 70.9 29.1 21.0 м 
Soviet Union 

1976 eee ioe 73.0 27.0 

1977 73.6 26.4 

оу ee eee 75.0 25.0 

Plan 1976-1980 75.4 24.6 


—— 


Source ; Аз for table 1.1. 
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TABLE 1.7 
The structure of the social consumption fund 
(Percentages) 


-—_-————— 


Pensions and social 


Country and period benefits 


Bulgaria 

TOTS Are ee he 44.1 

Обе ere 44.0 

1907 Vien eee ket 44.7 
Czechoslovakia 

LOTS free ithe, да: 54.3 

бас 54.5 
German Dem. Rep. 

ПО Oe 1 ste 43.4 

би. аи 42.1 

ОТ Зо а. М: 43.4 
Hungary 

И Sex: a: 56.0 

UO ASS Se pe ee О 57.4 

Пи Ee AR ie sets 57.0 
Poland 

LOTS Ae ee Gea 39.8 

То 39.7 

мовы РА 41.2 
Soviet Union 

ТО а aks 37.3 

Об о т: 37.5 

А 37.4 


Education and 


culture в 


22.6 14.4 18.9 
22.6 14.8 18.6 
23.2 14.5 17.6 
20.0 17.2 8.5 
19.8 17.1 8.6 
25.0 13.2 18.4 
25.5 13.1 19.3 
23.2 14.0 19.4 
21.3 14.6 8.1 
20.7 13.9 8.0 
21.0 14.0 8.0 
27.0 26.9 6.3 
25.9 26.1 8.3 
25.0 25.4 8.4 
27.9 14.3 20.5 
21.9 14.4 20.2 
27.8 14.5 20.3 


Source: CMEA Yearbook, 1978. 
2 Including student grants. 


> Including expenditure for maintaining the housing stock. 


The shares of personal and social consumption vary 
a great deal from one country to another. In 1977 the 
range for personal consumption was between 49.7 per 
cent (Bulgaria) and 66.0 per cent (German Democratic 
Republic) and for social consumption between 9.6 per 
cent (Hungary) and 26.1 per cent (Bulgaria). Such a wide 
spread may be explained, to a large extent, by differences 
in the statistical coverage of the two aggregates in the 
various national accounting methodologies. Data refer- 
ring to the structure of social consumption funds, pub- 
lished by the CMEA secretariat, show a more uniform 
inter-country pattern (table 1.7). Unfortunately, the pub- 
lished data do not allow a higher degree of comparability. 

The share of outlays on education and culture in social 
consumption in the east European countries was between 
20 and 25 per cent in 1977 (table 1.7). In the Soviet Union, 
the share of almost 28 per cent was stable during the 1976- 
1978 period. There is a high degree of similarity in the 
relative outlays on health services, which in most coun- 
tries were between 14 and 14.5 per cent, with the excep- 
tions of Czechoslovakia (17 per cent) and Poland (over 
25 per cent). In Poland, despite a high share of health 
expenditure in the social consumption fund, policy-makers 
have given special attention to the improvement of the 
health services: an increasing share of investment has been 
allocated to them in the annual plan for 1979. 


(vii) Policy objectives for 1979 


Developments in 1978 in all countries of the region do 
not provide the basis for a more optimistic approach in 


planning economic growth for 1979. Indeed, it looks as 
if the room for policy manceuvre has been considerably 
narrowed. The implementation of major development 
objectives, linked with the policy of balanced growth, 
calls for a continuation of the global strategy described 
above. Therefore, the targets for growth cannot deviate 
much from the rates attained in the previous period. As 
the conditions for economic growth have not improved 
in many sectors and, since to achieve the same growth rate 
at a higher level of economic activity is more demanding 
with respect to the supplies of human and material 
resources and to the efficiency with which they are used, 
the emphasis on the qualitative aspects of growth is 
largely reflected in intensive technological development 
and in the improved system of management and planning. 
This is an economic truism. Any radical change in growth 
targets requires a large shift in allocation patterns and 
there is considerable risk and uncertainty as to the final 
results. Present economic conditions in the region are not 
favourable to such a policy. 

The annual plans for 1979 continue the development 
policies applied in 1978. The degree of similarity of policies 
among the countries of the region is greater than in pre- 
vious years. The targets for over-all growth of NMP are 
set at around 4 per cent in four out of seven countries 
(see table 1.1). A slight acceleration of 0.3 percentage 
points, on a 4 per cent growth rate of NMP in 1978, is 
envisaged in Czechoslovakia, the German Democratic 
Republic and the Soviet Union. In Hungary the rate of 
over-all economic expansion is virtually unchanged, but 
there is a slight tendency towards deceleration. Poland’s 
target of 2.8 per cent growth of NMP is the same as the 
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rate attained in 1978. In Bulgaria and Romania the 
planned growth rate of NMP is about 1 percentage point 
higher than in 1978; if achieved this would reverse the 
downward trend that occurred between 1976 and 1978. 


Thus, for the region as a whole, the implied rate of 
economic growth in 1979 is 4.4 per cent, 0.3 percentage 
points above the 1978 rate. The planned 1979 Soviet 
growth rate of 4.3 per cent refers to distributed national 
income; since trade prospects in the Soviet Union for 
1979 are similar to developments in 1978, and imply little 
change in the trade balance, a similar rate of acceleration 
is possible for produced NMP. This would imply a growth 
rate of NMP of 4.5 per cent or slightly higher. For the 
east European countries taken together, the implied 4.6 
per cent increase in NMP also represents a modest 0.3 
percentage point increase over 1978. The breakdown in 
supplies caused by bad weather in January 1979 are an 
additional source of short-term difficulties which jus- 
tifies the cautious approach of policy-makers towards 
the planned rate of expansion. 


Industry is scheduled to contribute most to over-all 
expansion. However, the improvement of economic per- 
formance is not based on a very rapid acceleration in 
industrial production in the majority of east European 
countries. Increases in the growth rates of both industrial 
output and NMP are envisaged in Bulgaria, Romania and 
to a lesser extent, in the German Democratic Republic. 
In the Soviet Union, the target for industrial growth is 
5.7 per cent, almost 1 percentage point higher than in 
1978. In the other three east European countries, the 
growth rates for industry have been decelerating since 
1977 (in Poland since 1975), and a further deceleration is 
planned for 1979; the aggregate rate for eastern Europe 
in 1979 is 6 per cent, the same as for 1978. 


All the countries plan to attain record levels of agricul- 
tural production in 1979 (see text table below). The Ger- 
man Democratic Republic envisages a modest increase 
of 1.3 per cent, but in all the other countries the target 
is above 3 per cent. The most ambitious target, of 7 per 
cent, is that in the Bulgarian plan. When considering 
prospects for the fulfilment of the 1979 targets for agri- 
culture, it must be borne in mind that the steady expan- 
sion of livestock production throughout the region is a 
factor which considerably reduces annual fluctuations in 
total output due to crop production. Reliance on imported 
feed-stuffs in recent years, particularly in Czechoslovakia, 


the German Democratic Republic and Poland, has 
allowed the restoration and maintenance of livestock 
numbers in years of insufficient domestic production of 
grains and other fodder. But, the problem of fodder 
supplies is common to all countries in the region and the 
maintenance of balance with regard to a ргорог- 
tional development of arable and livestock product output 
is everywhere a key issue of agricultural policy. Thus, for 
example, the stagnation in animal production in the Ger- 
man Democratic Republic is due to shortages of fodder 
supplies (domestic and imported). In the Soviet Union, 
the long-term development programme for agriculture, 
approved in July 1978, emphasizes the building up of the 
fodder base, and also the construction of plants to produce 
the equipment for the production and preparation of 
fodder, the production of fodder additives, the accelerated 
development of the micro-biological industry, and 
increased production capacity for industrially processed 
mixed feeds. 


The main features of investment policies in 1979 are 
the same as in 1978, namely, the concentration of invest- 
ment on key projects, emphasis on the completion of 
projects, high priority for investment in the moderniza- 
tion and re-equipment of existing capacities, and restric- 
tions on the setting up of new projects. In some countries 
the volume of investment spending will be kept at or even 
below the 1978 level. The limits to investment growth 
arise primarily from the need to redress trade imbalances. 
Thus, the planned growth of resources distributed to 
domestic use is less than that of national output. Addi- 
tional constraints on investment derive from the policy 
commitment to maintain or increase the share of con- 
sumption within distributed national income. The most 
marked change in this regard has been in Poland, where 
the share of consumption has grown from 65.2 per cent 
in 1976 to a planned 71.0 per cent in 1979. 


Only in Bulgaria and the German Democratic Repub- 
lic is the planned growth of investment in 1979 more 
rapid than in 1978. (In Bulgaria investment had fallen in 
1978.) A considerable slowdown in the rate of investment 
growth is planned in Czechoslovakia (from 6.5 per cent 
to 2.4 per cent), in Romania (from 16.2 to 9.1 per cent), 
and in the Soviet Union (from 5.2 to 2.6 per cent). For 
1979, Hungary envisages a volume of investment at the 
1978 level, and Poland a decline of 8.8 per cent. Such 
targets suggest that throughout the whole region policy- 


Agricultural output 
Undices: average for the period 1968-1972 = 100) 


nS 


Democratic 


Bulgaria Czechoslovakia Republic 


Hungary Poland Romania _ Soviet Union 


eee 


197 Gea 120.7 109.3 107.0 
ИЛИ ос 115.1 119.1 114.2 
198 118.4 120.9 117.6 
Plan 1979. 126.7 125.5 119.1 
Five-year 

plan 1980 141.74 133.5 137.0 


116.9 114.5 144.2 114.8 
128.9 116.1 142.9 118.2 
7312 121.2 146.4 722.3 
135.8 126.45 153.8-154.6 129.4 
141.9 142.9 171.4-189.0 138.2% 


— 


Source : Аз for table 1.1. 
Note : Data for the best year ever are in italics. 


* Calculated on the basis of the five-year plan target. The index based on the annual plan for 1980 is 135.5. 


> Middle of range. 
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makers are relying to a great extent on a general increase 
in efficiency to contribute to the over-all rate of expan- 
sion.!® This policy also involves shifts in the pattern of 
investment. In the material sphere, the priority is for 
investments which eliminate bottlenecks and permit the 
full utilization of existing capacities. This is not a new 
objective, but never before has it been pursued on such 
a scale and in such a radical way. 


The 1979 targets for foreign trade have not been pub- 
lished for all countries of the region, and those that have 
been refer in most cases only to total trade turnover. 
Except in Romania, there are no plans for an accelera- 
tion of global trade. Bulgaria, Czechoslovakia and the 
German Democratic Republic envisage a slowdown of 
1 to 2 percentage points as compared with 1978, while 
Poland and the Soviet Union plan a growth rate close to 
that of 1978. As already mentioned, the Romanian plan 
calls for an acceleration, from an 11.1 per cent growth in 
1978 to 16.6 per cent in 1979. 


Export promoting and import restraining policies 
appear to be common to all the countries, but only two 
countries have published data referring to export and 
import targets. In Czechoslovakia, both rates are 2 or 
more percentage points below those of 1978: increases 
of 6.3 per cent for exports and 5.7 per cent for imports. 
Romania envisages a considerable acceleration of export 
growth, from 6.0 per cent in 1978 to 18.0 per cent in 1979, 


15 For instance, in the German Democratic Republic the planned 
increase in industrial production of 5.5 per cent for 1979 is to be 
attained by stepping up inputs of raw materials by only 1.7 per 
cent. This implies a reduction in unit energy, raw material and 
other material costs of just under 4 per cent in the course of 1979. 


and a modest slowdown in the growth of imports from 
16.0 to 14.0 per cent. 


* 
* * 


Many elements of economic policy during 1978 indicate 
a clearer orientation towards the long term with a view 
to preparing the conditions for stable, balanced and 
dynamic growth. The preparation of a long-term global 
development strategy for the period after 1980 has domi- 
nated the development philosophy and left a marked 
imprint on the policies approved and adopted during 
1978. This is the most important change from the point 
of view of development strategy which has occurred 
during the current quinquennium. The novelty is not in 
the policy objectives, but in the time horizon for the 
achievement of global objectives: there has been a shift 
towards a longer-term orientation in comparison with 
that of the medium-term, five-year plan. These policies 
will clearly have more influence on developments in 1979- 
1980 and onwards than they had in the course of 1978. 
Nevertheless, developments in 1978 were not completely 
unaffected. This is reflected in the view which insists on 
the transitional character of 1978, from the point of view 
of long-term economic development, in which actual 
trends were more influenced by the long-term development 
perspective than by the requirement to fulfil the targets 
stipulated in the current five-year plans. It is perhaps too 
early to consider 1978 as a bench-mark year during which 
the elements of the transition of policy to a long-term 
orientation became operational, but certainly the modi- 
fications of the general strategy in this direction were very 
pronounced and significant. 


2. AGRICULTURE 


In 1978, agricultural production increased in the coun- 
tries of the eastern region at rates varying between 1.5 
and 4.4 per cent (table 2.1); record levels of gross agricul- 
tural production were reached in nearly every country 
(see text table on p. 86). Output stood at 4 percentage 
points above the previous record level in the Soviet Union, 
and at 1.5-2.4 percentage points in all other countries but 
Bulgaria (see chart 2.1); in the latter, a recovery following 
a decline registered in 1977 left output below the 1976 
record. For Poland a 4.4 per cent increase was reported 
in 1978 in the wake of three bad agricultural years. Growth 
rates were lower in the other countries, but in general they 
were based on high performance in the preceding year; 
though in Romania too, agriculture declined slightly in 
1977 after an extremely good performance in 1976 
(17.3 per cent). 

Compared with the average levels achieved in 1971- 
1975, the highest over-all production increase was 
recorded in Romania (25.4 per cent), followed by Hun- 
gary (18.2 per cent) and the Soviet Union (13.2 per cent). 
In Czechoslovakia, output increased by 11.2 per cent, in 
Bulgaria by 8.9 per cent, in the German Democratic 
Republic by 8.5 per cent and in Poland by 8.4 per cent. 
These results were, however, below the annual targets in 
almost all countries of the region. These plans had gener- 
ally been based on the assumption of average climatic 
conditions, after several years of adverse weather in most 
countries. However, weather conditions were below aver- 
age in 1978; heavy rain and cold weather delayed the 
ripening of crops and harvest work in all countries of the 
region. The grain harvest started late and work was often 
interrupted by prolonged rain and even floods—particu- 
larly in Poland, the German Democratic Republic, 
Czechoslovakia and the north-western part of the Soviet 
01101.18 In Bulgaria,1” Romania and Hungary, fruit and 
vegetables were damaged by frost in the late spring and 
hailstorms in summer. Work in the autumm, especially the 


16 The Soviet government adopted special measures to help 
farms in the Baltic Republics and in the non-black soil zone of 
the RSFSR where not enough fodder had been accumulated during 
the bad weather in the summer. 


17 In Bulgaria, 660 thousand hectares (11 per cent) of agricul- 


tural land were damaged by hail storms in June 1978 and had to 
be re-sown. 


harvesting of root crops, was also hindered by continuing 
heavy rain. 

On the whole, farmers coped better with adverse 
weather conditions in 1978 than under the similar weather 
conditions which affected some countries in 1977. This 
was mainly due to improved management and organiz- 
ation of the harvest work and better utilization of agri- 
cultural machinery. On the other hand, these good results 
were only achieved through an accompanying rise in 
production costs. A high percentage of the grain harvest 
and in some countries almost the total crop, had to be 
dried before storage. The degree of humidity of grains 
was very high in Poland, the German Democratic Repub- 
lic and Czechoslovakia.” 

In 1979 the plans schedule a further acceleration in the 
growth of agricultural production in almost all countries 
of the region. Planned rates of growth are particularly 
high in Bulgaria (7 per cent), in the Soviet Union (5.8 
per cent) and in Romania (5.1-5.6 per cent). 

Structural developments (see chart 2.3) between 1977 
and 1978 were characterized by a faster growth in arable 
production than in the output of livestock products in the 
Soviet Union, Poland and the German Democratic 
Republic. In the other countries for which data are 
available, growth was faster in the livestock sector in 
Hungary and Czechoslovakia following increases of 
respectively 12 and 15.6 per cent in crop production 
attained in 1977. 


Compared with the average of 1971-1975, the livestock 
sector developed faster and more steadily than crop 
output during the first three years of the current five- 
year period in all countries of the region (see text table 
below). Only the Soviet Union has experienced higher 
growth rates of arable production relative to livestock 
sector performance, a development in line with the targets 
of the current Soviet five-year plan. 


18 In the German Democratic Republic, for instance, it exceeded 
19 per cent compared with a 12 to 14 per cent permissible maximum 
if grain is to be stored without heavy loss. Drying out 1 per cent 
of the humidity of the grain harvest in the German Democratic 
Republic costs at present about 15 million marks. Last year’s 
drying costs can therefore be estimated at more than 100 million 
marks, (See Wirtschaftswissenschaft, No. 9/1978, pp. 1107-1117). 


Growth of crop (A) and animal production (B) 
(Indices, average of 1971-1975 = 100) 


a 


Hungary Poland Romania Soviet Union 


ee 


A B A B A B A B 


OC rrr Oe 


Bulgaria Czechoslovakia | German Dem. Rep. 
A B A B A B 
1976 — 8107 116 95 105 86 108 
97. опа 98 118 110 109 103 107 
6 сов 100 122 110 112 108 109 


1976-1978 . 102 119 105 109 99 108 


101 110 106 97 123 125 110 101 


113 119 98 110 118 131 107 109 


114 123 105 113 117 139 114 111 
110 118 103 107 119 132 110 107 


—— eee 


Source : Аз for table 2.1. 
Note : 
available production figures for the main agricultural products. 


The output structure in 1978 has been estimated for Bulgaria, the German Democratic Republic, Hungary, Romania and the Soviet Union using 


Agriculture 


89 


TABLE 2.1 
Gross agricultural output 


вБз®ыы8нЪн ооо 


Annual percentage change 


ЕЕ Е 
Country and period Total Crop Animal 


о Мени. 
Bulgaria 
нс 4.1 5.7 2.0 
Я a —4.6 —9.5 2.0 
Е Se senirve eridee ws. 5.0 
OTE ee Wie set Gai a 2.8 2:2 3.6 
Рае... 7.0 
22111980. №. вы... 4.8 
Czechoslovakia 
о ОВ 5G. о eae —2.4 — 6.3 0.7 
Те ВА о... 9.1 15.6 4.2 
а О. 3.4 
РО В Я Ще мор ОВ 1:5 0.2 2.6 
Ра ое 3.8 6.7 1.5 
German Democratic Republic 
NTC eee wee ots Gay а —4.9 — 12.1 —0.5 
а АИ, О Acetate 6.8 19.9 —0.4 
Planvi978 pees aes 3.5 
По р. 3.0* 
ТО СД о ею 1.3 
Hungary 
PCy м. —2.7 —7.1 2.7 
TOT ee Ms 10.3 12.0 8.4 
О ое рю ОМИ 2.0-3.0 3.0-4.0 2.0 
197802. Се, ре oe OR 1.8 0.5 3.2 
Plan:1979., 2:3, Aca ae. 3.0-3.5 5.0 2.0 
Poland 
Тб ео. —1.1 5.0 —8.7 
WR) SY Seeks be ей 1.4 —7.2 13.7 
Plant] Sees м. С 4.5 10.6 0.3 
LC Res ogee 5 О о В 4.2 6.2 1.9 
Plans O79 4 eee ol 3.9-4.8 
Romania 
ре о cs pee kee 17.3 22.0 11.2 
Торг. —0.85 —4.8 5.4 
Рае 6.9-16.1 
В Be A ee 2.4 
2181979. ен... 5.1-5.6 
Soviet Union 
ея Вы 6.5 18.8 —2.9 
pn Mee о М и eee 3.0 —3.0 8.2 
Р1ап 1978-21: уе 6.8 ne Ste 
1978e5 fe es) ъ...: 4.0 6.5 2.7 
Рад 979... 5.8 on os 
Byelorussian SSR 
1976 Se ss, ee Я 6.2 12.4 i 
1977-75. eh мен —2.0 —14.3 8.8 
Plan Ги. 4.8 
Е о Ieee 5.0 
Plan 197971. ды. ae 3.6 
Ukrainian SSR 
бе eo tes es 10.8 26.8 —1.9 
Па: ites 5:2 —1.3 11.9 
Planat978 а ааа 4.0 
1978... 0.1 
Plan 1979 еее 4,2 


ee  ———— 


Sources : National statistics and CMEA yearbooks, plans and plan-fulfilment reports. 
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CHART 2.1 CHART 2.2 
Agriculture: output and factor inputs Agriculture: efficiency indicators 
(Indices, 1968-1972 = 100) (Indices, 1968-1972 = 100) 

Gross output Gross output/land ratio 
— — — б-уеаг-р!ап target а (01055 output/employment ratio 
ecccccccccccoe Annual plan target — . ——. — Land/employment ratio 

Net output —--—.—.—.—. Fixed assets/land ratio 
ee a ee Employment, Ч eee eee и О eee Fixed assets/employment ratio 

Arable land — — ——_ = Fixed assets/gross output zatio 
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СНАВТ 2.1 (continued) CHART 2.2 (continued) 
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СНАВТ 2.1 (concluded) СНАЕТ 2.2 (concluded) 
ROMANIA ROUMANIE РУМЫНИЯ 
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Source : As for table 2.1. 
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CHART 2.3 
Gross agricultural output: total production, crop and animal production 
CUIndices, 1968-1972 = 100) 
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Source : As for table 2.1. ; 
М№ ие. The curves showing development of Romanian agriculture during 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1976-1980 represent a target range, as revised at the end of 1977. 
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An acceleration of crop production is envisaged in the 
1979 annual plans of Czechoslovakia and Hungary; 
targets of 6.7 and 5.0 per cent compare with the more 
modest rates (1.5 and 2.0 per cent respectively) planned 
for animal output. Branch targets for other countries 
have not been published. However, the emphasis now 
being placed on the development of grain, fodder and 
some industrial crops such as sugar-beet may indicate 
that faster growth is planned for the crop sector relative 
to animal output in these countries also in 1979. This 
could well be true for the German Democratic Republic 
and Poland; in both countries, great efforts will need to 
be made if the rising grain and feed imports of recent 
years are to be reduced.!® Livestock herds have now been 


19 Grain imports amounted to 33 million tons in 1974-1978, 
equivalent to more than 30 per cent of apparent consumption in 
Poland and more than double the amount of grain imports in 
the earlier years of the 1970s. In the German Democratic Republic, 
grain imports increased in 1976 to more than 5 million tons, 
compared with slightly more than 3 million tons in 1971-1975. 


completely rebuilt in the Soviet Union and Poland where 
they declined following the droughts in 1974/75. The 
general expansion of the herds in 1978 will, therefore, 
entail further efforts to satisfy increased fodder require- 
ments during 1979 which would provide a further motive 
for according priority to arable production in all coun- 
tries of the region. 

More emphasis has been laid on increasing the efficiency 
of agricultural production in recent years. The transition 
to more intensive production methods requires more 
intensive use of land and capital assets, and a higher level 
of agricultural labour productivity. Capital intensity in 
terms of fixed assets per hectare and fixed assets per 
employee continued to rise fast in all countries in 1976 
and 1977 although some slowdown in growth took place 
in the German Democratic Republic, Hungary and the 
Soviet Union (see chart 2.2 and text table below). 


In 1977 and 1978 grain imports fell to annual rates of 2.7 million 
tons a year. 


Changes in the value of fixed assets per hectare 
of land and fixed assets per employee 


(Average annual percentage change) 
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Source : Аз for table 2.1. 


| Тре high growth rates of labour productivity recorded in 1978 may indicate that the increase 
in capital intensity which has taken place in recent years is starting to yield results. When labour 
productivity in 1978 is compared with the average of 1968-1972, it is evident that the fastest 
growth has been attained in Romania, Bulgaria and Hungary (see text table below). 
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TABLE 2.2 
Employment in agriculture 
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об. -. 789 —2.3 9.8 12.5 1314 —0.2 27.0 13.4 
OT Tienes 5 ss 784 —0.6 9.7 12.5 1 286 —2.2 26.1 13.1 
То. sn 788 0.4 9.7 12.5 
Hungary Ukrainian SSR 
SR ee 1016 —2.0 19.9 15 6 336 0.1 26.0 15.0 
OTT eae sas 980 —3.5 19.3 15 6 208 —2.0 25.3 14.7 
Poland 
О. 4 843 —0.2 30.7 25.3 
1ST7 8) Sess lis: 4 903 1.2 30.8 25.7 


Sources : As for table 2.1. 


Inter-country differences in the growth of output per (in puysical units) of individual countries with the average 
employee have been substantial in recent years. This for the region as a whole (see text table below).2° 


however, primarily reflects differences in current levels of The Jabour force in agriculture continued to decline 
labour productivity: in Czechoslovakia and the German jn absolute and relative terms in all countries of the 


Democratic Republic, where a high level of intensive region except Poland (table 2.2). Employment in Romania 
farming has been attained, labour productivity increased 
at considerably lower rates than, for instance, in Romania а оный отб Wadia maine 


and Bulgaria. structure of agricultural production, in the share of agricultural 
Inter-country comparisons of levels of labour produc- output and employment in the total economy and in historical 


says : : : -e development. Moreover, the value of the data is limited, since 
tivity on the basis of production in value terms are dif some countries import feed to maintain high levels of livestock 


ficult, but differences can be illustrated by comparing the output. Nevertheless, the table illustrates the narrowing inter- 
output per employee of the main agricultural products country gaps in levels of labour productivity. 


Share of the agricultural labour force in the total labour force and output of grain, 
meat and milk per agricultural employee 


Indices of volume of output 


Share of agri- per employee ® Indices of volume of output 
cultural labour (Average of all countries = 100) per employee ® 
force in total. ——_—_—A A _—_ << 
labour force Grain Meat Milk Grain Meat Milk 
(1977) (1976-1978) (1977) (1977) (1976-1978) (1977) (1977) 


Bulgaria ..... 25.5 94 101 51 159 203 156 
Czechoslovakia . . 13.7 135 223 165 153 151 136 
German Democratic 

Republic .... 9.7 146 334 264 143 162 137 
Hungary ..... 19.3 162 237 63 174 177 167 
Poland ...... 30.8 55 92 99 117 141 119 
Romania ..... 34.6 70 67 44 193 239 190 
Soviet Union .. . 21.8 108 89 104 128 122 117 


ee reer eee rere Eee 


а, As for table 2.1. 
ей з are based оп output in kilograms in the years indicated. In the case of grain, indices are based on 
the 1968. 197 average and for meat and milk on 1970. 
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Indices of employment in agriculture 


ee SS eS 


German 


Democratic 


Bulgaria Czechoslovakia Republic 


Hungary Poland Romania Soviet Union 


И Е ee 


1977 
(1968-1972 
= 100)... 74.9 84.5 86.0 
1977 
(1975 = 100) 92.7 95.7 97.1 


i 


Source: As for table 2.1. 


and Bulgaria fell in both 1976 and 1977, the aggregate 
decline over the two years totalling 7-8 per cent. In 
Hungary, the decline, at 5.5 per cent, was rather smaller, 
and in the other countries it ranged between 2.2 and 4.4 
per cent (see text table above). In all these countries, the 
rate of decline slowed down in 1976-1977 compared with 
1971-1975. Poland is the only country in the region where 
the labour force has remained constant in recent years; it 
declined by only 2 per cent over the previous five-year 
period. 

Efforts have been made in all countries to improve the 
age structure of the agricultural labour force.?! Policies 
to improve living and working conditions in the coun- 
tryside are being pursued in all countries to make work 
in agriculture more attractive for young people. 


Between 1975 and 1977 the number of agricultural 
specialists (university and technical institute graduates) 
increased by 15.6 per cent in the Soviet Union, by 7.1 
per cent in the German Democratic Republic and by 
about 3 per cent in Romania and Bulgaria. The share of 
young people up to 25 years of age in the total number of 
specialists in Bulgaria however, decreased from 15.1 per 
cent to 11.3 per cent in the same period. In 1977, the 
Bulgarian government adopted measures aimed to expand 
the participation of young people in agricultural produc- 
tion and to stabilize the labour force in agriculture in 
general.?? 

In 1977, the area of arable land increased in the Soviet 
Union, the German Democratic Republic, Romania and 
remained unchanged in Czechoslovakia. In the other 


21 In Poland, about one-third of the farmers are over 60 years 
old. Of these, many private farmers have no-one to take over their 
farms. The Polish government has recently introduced a provision 
allowing private farmers to receive monthly pensions on the con- 
dition that they turn over their land to the State. The land can 
then be leased or sold to another farmer, or taken over by a 
co-operative or State farming enterprise. It is estimated that last 
year the State sold some 100,000 hectares to private owners, 
giving priority to specialized farms and organized groups of private 
farmers. Under a law of 27 October 1977, which came partially 
into force in January 1978, some 48,500 farmers were granted old 
age and disability pensions between January and November last 
year. Of this number, over 21,000 handed over their farms to the 
State and the rest to their successors. 


22 See Rabotnichesko Delo, 31 August 1978. 


countries the decline of previous years slowed down. 
All countries have introduced measures in recent years 
to reduce the area of arable land, particularly that of 
high soil quality withdrawn from cultivation for non- 
agricultural purposes. 

No substantial increase in the area of agricultural land 
can be expected in any country of the region, and priorities 
are directed towards more efficient land use. Large- 
scale land reclamation programmes are being implemented 
to increase yields and to create crop production zones 
less likely to be affected by climatic variations. 


The irrigated land area in the Soviet Union increased 
to 16.8 million hectares, and drained land to 16.0 million 
hectares, in 1978, which represents a 16-17 per cent in- 
crease over 1975. More than 7 billion roubles (about 
20 per cent of total agricultural investments) were spent 
for land reclamation in 1978. More attention is being 
paid to increasing the effectiveness of land reclamation 
programmes, and to better use of ameliorated land: 
investment for these purposes will rise to 9.6 billion 
roubles in 1979. 


The share of total agricultural land irrigated and 
drained varies greatly between countries according to 
soil and climatic conditions. In 1978 irrigated areas 
accounted for 19 per cent of agricultural land in Bulgaria, 
14 per cent in the German Democratic Republic and 
Romania and for considerably smaller shares in the other 
countries. Irrigated land in the east European countries 
is mainly used for the cultivation of vegetables, root 
crops and maize. In the Soviet Union, the entire cotton 
and rice crops, two-thirds of the vegetables, and substantial 
quantities of fodder and other produce are grown on 
improved land. Less than 5 per cent of the total area 
sown to grain in the region is irrigated. In the Soviet 
Union 9-10 million hectares of waterlogged land in the 
non-black-soil zone in the RSFSR are to be drained and 
2 million hectares irrigated by 1990. Land improvement 
work was carried out on 2.3 million hectares between 
1975 and 1977. 


There were wide variations in the rates of growth of 
agricultural investment between the countries of the 
region in 1978 (table 2.4). High rates of increase were 
reported for Hungary (12.1 per cent in value terms) and 
Romania (11.7 per cent). In Bulgaria, investment declined 
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by 2.5 per cent after the rapid rise (10.8 per cent) registered 
in 1977. Some 34.4 billion roubles were allotted to Soviet 
agriculture (for the total agro-industrial complex)— 
3.6 per cent more than in 1977. 


The average growth rates of the first three years of the 
current five-year period were considerably lower than in 
1971-1975. They were also lower than planned for 1976- 
1980 in most countries. The rise in agricultural invest- 
ment accelerated only in Romania; it averaged 12 per 
cent annually in 1976-1978, compared with 8.2 per cent 
during 1971-1975 and a five-year plan rate of 8.5 per cent 
in 1976-1980 (see text table below). 


In most countries agricultural investment grew mod- 
estly or even declined in 1976 and then rose fast in 1977 
(Poland 16.6 per cent, Bulgaria 10.8 per cent, Hungary 
9.7 per cent, Czechoslovakia 6.3 per cent). In the Soviet 
Union growth was more stable, varying between 3.4 and 
4.2 per cent. 


The ratio of agricultural investment to total investment 
did not change substantially compared with the 1971- 
1975 period except in Poland. From an average rise 
during 1971-1975 of 13.7 per cent, the ratio rose to 16.2 
per cent in 1977. The plan target for 1979 is 18.1 per cent. 
In Bulgaria and the German Democratic Republic 


TABLE 2.3 
Distribution of agricultural land 
(Thousand hectares) 
Land reclamation 
Agri- 
cultural Arable  Areaunder of which: Irrigated Drained 
Country and period land land grain wheat land land 
Bulgaria 
а ts echo. be x 6 198 3 715 2 334 793 1147 — 
OT Laat) Кар. А WS! 6 206 3722 2 305 774 1 148 — 
о. а. ее Mae | 6 215 3 759 1170 
Czechoslovakia a a 
1976 ses ee ee бай 6 990 4 907 2 830 1 278 13.8 53.4 
1977 oe ae ea ee 6 976 4907 2 829 1 287 17.0 55.4 
Торе Pea ee 16.0 56.0 
German Democratic Republic 
976m МИ Те thee on: 6 293 4 752 2590 762 720 1236 
А ое. реф. бы 6 291 4 771 2 575 732 805 1325 
LOTS Я ме. 886 1397 
Hungary 
ПО о ee 6 757 5 108 3 094 1325 320 42 
ОА ЩЕ М о. 6 729 5 071 3 047 1311 298 49 
Тов па. ce. ЗЕ. 6 698 5 045 1324 
Poland 
UO sae ashen fae Seen 19 151 14 763 7 968 1 832 500 3 540 
SOM, ой Ci Е. 19 111 14 739 8 181 1834 508 3 625 
Котата 
По. Е М. 14 955 9 760 6 351 2 429 1 729 
JNA? ор оао Sonera me ae 14 960 9 781 6 308 2 309 1 854 
И о о о ne 2065 
Soviet Union 
Оби ree А, 551 058 225696 127760 59467 15300 14413 
О ивы: 552 558 225999 128500 62030 16000 15143 
1978 Е ок М. 16 800* 16 100* 
Byelorussian SSR 
По ее. 9 794 6 141 2766 151 170 2 381 
IST PA as os re ts 9 782 6 170 2 856 153 156 2 467 
Ukrainian SSR 
а, об а о о А 42 173 34 269 15 942 4 651 1 650 2 146 
О. Seas se ees 42 133 34 263 17 354 8 658 1 767 2.251 


Sources: As for table 2.1. 
@ Annual increase in area irrigated or drained. 
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Indices of gross fixed capital formation in agriculture 
(Average 1968-1972 = 100) 


eS 


German 
Democratic 
Bulgaria Czechoslovakia Republic Hungary Poland Romania _ Soviet Union 
дор 
1975... 143.2 162.5 116.5 123.4 189.2 144.5 141.3 
1977... 160.2 169.1 124.1 126.9 220.6 183.2 161.3 
1978 =... 152.4 te et M3 Tod, a 204.6 167.6 


TABLE 2.4 
Investment and fixed assets in agriculture 


eT 


Investment Fixed assets 
Total (in millions of Total (in millions of Percentage of totai 
national currency units; Annual percentage Percentage of total national currency units; fixed assets in the 
Country and period at constant prices) change investment at constant prices) material sphere 
Bulgaria 
Об py eters ee 788 0.9 14.1 6 203 18.4 
ен. 873 10.8 14.2 6 924 18.0 
1978, Bk Е, 851 —4.9 14.2 7 986 
Czechoslovakia 
Обе sa eee 14 420 —1.1 10.9 169 222 14.8 
ТО: acre ae t 15 322 6.3 11.0 180 778 15.0 
В. ее 5 050 —4.7 
German Democratic Republic 
19767 ол SEL 5 089 2.2 11.3 50 256 12.9 
ТО За. ee, 5 301 4.2 11.1 52 670 12.8 
Hungary * 
1976 eA. Раса 21 087 —6.7 13.9 270 956 21.8 
Ah тм 23 743 9.7 13.1 286 400 21.6 
Poland 
1976. Vee 92 484 2.1 14.8 1 088 000 25.6 
9 о OSA ee 105 642 16.6 16.2 1 168 000 25.0 
1978 Meee we 28 ees 106 400 0.3 16.3 
Plan 19797 np. ee 106 700 0.7 18.1 
Romania 
1976... еб х 21 868 12.5 14.4 148 401 12.0% 
И ор о Чаи 24 505 12.0 14.5 164 335 12.0 * 
ооо ИВА eee sk ene 27 370 11.7 13.6 
Plan. 1979 23 as 3. Е 24 100 10.3 
Soviet Union 
1976 Qawhrnnedt sit. (De 32 100 4.2 27.2 180 000 20.7 
И hese, cee 33 200 3.4 27.0 195 000 20.8 
1978... в. С 34 400 3.6 26.7 
Рац 1979... 88547... i 34 800 1.2 26.4 
Plan 1976-1980..... 171 700 27.0 
Byelorussian SSR 
1976 ny tery. pees Кв 1363 0.5 34.9 6 793 19.0 
А OE EE OS 1 399 2.6 34.1 7 409 19.2 
AST S* = See ee Se 8 108 19.4 
Ukrainian SSR 
1976 в cues: Я © 3 895 0.6 22.0 30 315 
Па вт к Зи 3 968 1.9 22.0 32 733 


Sources: Аз for table 2.1. 
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respectively, the ratio declined from 15.2 to 14.2 and 
from 12.6 to 11.1 per cent. The corresponding Soviet 
ratio, which includes investment in total agriculture- 
related industries 23 is twice as high as in the east European 
countries. It was 27.0 per cent in 1977 and 26.7 per cent 
in 1978—somewhat higher than the 26.2 per cent average 
for 1971-1975. At the meeting of the CPSU Central 
Committee in July 1978, it was stated that agriculture’s 
share in the total investment would continue at the high 
level of recent years during the next five-year period 
(1981-1985). 

In 1978 deliveries of tractors, grain combines and other 
agricultural machinery increased in all countries except 
Bulgaria and the German Democratic Republic (see 
table 2.5). In the latter country mechanization levels are 
the highest in the region: the entire harvest operation for 
the main crops is mechanized. The park of tractors and 
grain combines in physical units is stagnating or even 
declining in Czechoslovakia, the German Democratic 
Republic, Hungary and probably also in Bulgaria, 
reflecting the greater share of more efficient and powerful 
machines in the total. In the other countries, the size 
of the tractor and other machinery parks is still on the 
increase both in terms of capacity and in physical units. 
In all countries of the region except Poland the engine 
capacity of tractors rose considerably in recent years 
(see text table below). 


In 1970 average tractor power varied between 40 and 
45 h.p., but was somewhat higher—56-58 h.p.—in the 
Soviet Union and Romania. By 1977, it had increased 
to 57-63 h.p. in the east European countries (excluding 
Poland), and to 70 h.p. in the Soviet Union. In Poland, 
the tractors in use are smaller and lower-powered in accor- 
dance with the requirements of predominantly small hold- 
ings: they averaged 33.5 h.p. in 1970 and 35.7 h.p. in 1977. 
Tractor numbers increased in Poland much faster than in 
the other countries, from 401,000 at the end of 1975 to 
514,500 by 1978. On average one tractor was available 
for every 29 hectares of arable land, compared with 
37 hectares in 1975. Inter-country differences in the avail- 
ability of tractor power per 100 hectares of arable land 
remain large but are diminishing. In 1970, availabilities 
ranged between 146 h.p. in the German Democratic 
Republic and 51 h.p. in Poland, and by 1977 between 


23 The investment ratio for agriculture proper was around 
20.7 per cent in 1976/77. 


166 h.p. in the German Democratic Republic and 75 h.p. 
in Hungary. 

Some 370,600 tractors were delivered to Soviet agri- 
culture in 1978—6,000 more than in 1977. In the past 
three years, deliveries of tractors have amounted to 
more than 1.1 million units, or 58.1 per cent of the total 
number planned for delivery in the current five-year 
period. In spite of the large number of high-powered 
tractors delivered annually to Soviet agriculture, tractor 
power per hectare of arable land—slightly more than 
80 h.p. per 100 hectares—is still rather low compared 
with the east European countries. 


The number of tractors planned for delivery in the 
Soviet Union during 1981-1985, about 1.9 million, is about 
the same as for 1976-1980, but there will be a considerable 
rise in terms of power; the planned increase in 1981-1985, 
182 million h.p., is about the same as the aggregate tractor 
power available to Soviet agriculture in 1978 (180 million 
h.p.). New tractors of the K-700 type will be developed 
with a power rating of 450-500 h.p. The capacity of grain- 
harvesting combines is also to be increased. The “Niva” 
and “Kolos” models are to be modernized by 1980 and 
their capacity increased to 6.5 and 9 kilograms of har- 
vested grain per second respectively. 


Other priority tasks are to provide agriculture with 
adequate spare parts for tractors and agricultural imple- 
ments, and increase the level of mechanization of crop 
farming, cattle-raising and fodder production. 

Deliveries of mineral fertilizers (see table 2.6) in 1978 
increased in most countries of the region for which data 
are available. In the Soviet Union, 18.4 million tons (in 
pure nutrient content) were supplied to agriculture, 
500,000 tons more than in 1977, and deliveries of 19 mil- 
lion tons are planned for 1979. In Romania, fertilizer 
deliveries apparently rose considerably, and they increased 
by 7.2 and 0.5 per cent in Czechoslovakia and Poland 
respectively. During the first two or three years of the cur- 
rent five-year plan fertilizer deliveries have not increased 
as rapidly as in the previous five-year period, and in most 
countries they have fallen below the current five-year plan 
targets. In the German Democratic Republic and in 
Czechoslovakia, and to some extent also in Hungary and 
Poland, mineral fertilizer applications are already rather 
high (around 350 kilograms per 100 hectares of arable 
land in the first two countries and 280 and 250 kilograms 
respectively in Hungary and Poland). In all countries of 
the region greater attention is being paid to increasing 
production, ensuring more effective use and improving 
the quality of fertilizers. 


Index of the tractors and grain combine park in 1977 
(1975 = 100) 


i 


Hungary Poland Romania _ Soviet Union 


i 0 дд—ддд—д—дццд—ддцдцдцдцдкдкдцдцдд—_ 


Сегтап 
Детосгайс 
Bulgaria Czechoslovakia Republic 
Tractors: 
Аз... 100.5 98.6 97.9 
Ва * 111.1 105.2 104.6 
Grain 
combines 102.9 97.5 117.0 


96.3 117.3 115.8 105.4 
105.3 120.8 117.0 112.3 
102.1 124.6 115.2 101.9 


ee 


Source: As for table 2.1. 


Note: The tractor park is shown in physical units in line A and in terms of engine power (h.p.) in line B. 
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TABLE 2.5 
Stocks and deliveries of agricultural machinery 
(Thousand machines) 


a aEEEEEEEEEEEEE 


Stocks of tractors Deliveries 


Agricultural 
land, in hectares Motor h.p. 
Motor h.p. per tractor per 100 hectares 
Country and period Physical units (in million iF ) (physical units) of arable land Tractors Grain combines 


cee i i ne 


Bulgaria 
Об ее 65.5 855) 95 89 6.2 1.1 
оне тет. 65.0 3.7 96 94 6.7 dey 
LOTS RGR een kOe. 3.4 1.0 
Czechoslovakia 
1976 еек обор 141.1 7.9 49 960 6.1 2.1 
1977 cai Sh cake Ses 140.0 8.1 50 165 7.1 2.1 
Я ie 8.6 12 
Plan 1976-1980 ... 49.0 10.0 


German Democratic 


Republic 
Тоба аа то 137.7 77 46 162 8.7 1.6 
ия a 137.4 7.9 46 166 9.3 0.9 
1978 ose tie oo act 139.5 8.4 0.4 
Plan 1976-1980 ... 49.0 7.0 
Hungary 
1976 ника Maelo в 61.0 37 111 73 5.0 2.1 
1:97] pecan АВЕ ТУ 59.8 3.8 113 75 4.7 2.0 
Па" is as 4.0 22 
Poland 
1976Se S47 OE TRY, 434.0 16.0 44 108 44.4 3.6 
TOT FO рита. мы: 472.6 17. 40 120 937 3.8 
1978 ies. а 514.5 38 
Romania 
197 Ones ce ae 128.0 7.9 117 81 11.9 5.6 
AT ha sn eee ep are | 138.5 8.6 108 88 13.1 4.7 
1978 ere eo ae 14.8 Sui, 
Plantt9 79%. es 14.0 en 
Plan 1976-1980 ... 70.0 16.3 


Soviet Union 


1976; 3... ам 2 399.6 162.8 230 iz 368.6 97.5 
197 dies о ae 2 461.7 171.2 224 76 364.6 100.8 
м оао 5 2 530.0 182.0 218 80 370.6 111.2 
Plan 1976-1980 ... 1 900.0 538.0 


Byelorussian SSR 


Г Hecke Pe 105.9 5.9 92 97 15.4 3.9 
С aba. о о 109.0 6.3 90 103 15.4 3.5 
ПА ео асю 17.4 3.8 


1976 бер: - 382.9 24.8 110 72 53:0 15.2 
И ь ее 391.0 26.0 108 76 54.4 11.8 
о о 8 54.0 14.0 


Sources : Аз for table 2.1. 
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TABLE 2.6 


Supplies of chemical fertilizers and plant protection chemicals 
and consumption of electricity in agriculture 


eee 


Fertilizer supplies (in pure Supplies of plant protection Consumption of electricity 
nutrient content) chemicals in agriculture 
Total kglh Total Totalin. \KWh per ha of. 
Country and period (( Бина tons) of nly ( ee of tae ee awh НЙ 
Е ЕН НЕВЕ АНН ТВ У СЖЕГ ПИН МНЕНИЕ ЩИТ 
Bulgaria 
LST GE и 658 167 23 352 5.9 999 161 
197 7A НЕ 742 189 26 286 6.7 9244 1494 
Пора: 738 188 35 283 9.3 1028 165 
Plan 1980 ... 250 
Czechoslovakia 
1976% <0 aoe 1 674 341 He ee 2 473 354 
> 1 633 333 sit Oo 2 584 370 
ОЗУ: Bar Oe 1750 357 
Plan 1980 ... 370* 
German Democratic 
Republic 
Тб fe 1 804 380 23 665 5.0 3 500 556 
OA T2 My. вто 1 670 350 24 502 5.1 3 497 556 
ПОВ ae a ae 1 670 350 25 298 5:3 3 600 573 
Рап 1980 ... 2120 450* 
Hungary 
або 1388 254 1751 259 
197 a 1511 279 1 888 281 
78. 8 
Plan 1980 2 000 365 
Poland 
TOTO cle aps 3 671 249 51 096 3.5 3 470 181 
MOTT tres о os, ae 3 586 243 57 102 3.9 3 958 207 
1975S nc a >t 3 605 246 
Plan 1980 ... 4075 276* 
Romania 
Об а 1005 103 2521 169 
1ST ts. os 1 025 105 2 481 166 
NOTES re SL 1 480 
Plan 1980 ... 2 250 229 
Soviet Union 
1976... - 17 739 80 82 979 151 
ТОВ до 18 034 91 88 367 160 
т Le OO; 18 423 82 96 500 174 
Plan 1980 ... 27 273 121* 130 000 235* 
Byelorussian SSR 
1976, д 1523 263 2624 268 
Пе ee 1506 260 2 768 283 
1978... 1 504 244 
Ukrainian SSR 
1976 Soe. 6). 3 623 106 15 285 362 
оны: СПЕ. 3 662 107 15 387 365 
1978 Ее 3 714 


Sources: Аз for table 2.1. 
« Apparent decline is due to methodological changes. 
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With respect to organizational and institutional questions 
two broad tendencies characterized developments in 1978. 
First, some consolidation of the innovations introduced in 
recent years took place, notably with regard to agro- 
industrial complexes, specialized agricultural enterprises, 
inter-farm co-operation and the extension of large-scale 
farming. Secondly, further developments in agro-indus- 
trial integration and inter-farm co-operation were also 
reported, including the introduction of a number of new 
organizational forms. Developments of the first kind 
received priority in most countries, particularly in Bul- 
garia, Czechoslovakia, the German Democratic Republic 
and Hungary where emphasis was placed on perfecting 
the mainly contractual relationships established in pre- 
vious years between agricultural enterprises and whole- 
saling or processing organizations. 

In the Soviet Union developments of this kind were 
accompanied by an intensification of agro-industrial inte- 
gration and the development of inter-farm co-operation. 
In Romania, the process of specialization and concentra- 
tion of agricultural production, as well as agro-industrial 
co-operation, was given high priority in 1978: decisions 
were taken to improve agricultural production and man- 
agement structures in connexion with the establishment 
of agro-industrial complexes in 1979.?4 

In all countries of the region, more attention is being 
paid to the long-term development of agriculture and of 
the entire food complex. This approach also underlies the 
goal-oriented long-term programmes adopted last year 
by the 32nd Session of the CMEA, which include guide- 
lines for the development of agriculture and food pro- 
duction up to 1990 and basic strategies for the 1981-1985 


24 Plenum of the Central Committee of the Romanian Commu- 
nist Party of 1 February 1979. 
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five-year plans. They make provision for the intensifica- 
tion of co-operation and inter-country specialization 
among CMEA-member countries with regard to agricul- 
ture, food production and related industries. 

In recent years co-operation and inter-country special- 
ization in CMEA has advanced furthest in the fields of 
joint research in scientific and technical areas relevant to 
agriculture, including agricultural technology, food pro- 
cessing, biology and chemistry. Co-operation in agri- 
cultural machinery production, specialization in the 
production of tractors, combine harvesters for grain, 
potatoes, sugar-beet, vegetables and other products, as 
well as in machinery and equipment for animal husbandry 
and food processing are important components of the 
long-term programme for co-operation in engineering, 
which was also adopted at the CMEA meeting. Closer 
co-operation is also becoming steadily more apparent in 
the production of fertilizer, plant protection chemicals 
and synthetic fodder additives (including proteins and 
vitamins); in the development of high yielding grain and 
other plant varieties; and in animal breeding. 

Targets for agricultural development during 1981-1985 
were published for the Soviet Union and Romania in 1978. 
High priority is given in both countries to further mecha- 
nization. In the Soviet Union, a programme adopted by 
the CPSU Central Committee and the Council of Minis- 
ters in July 1978 makes provision for the accelerated devel- 
opment of the tractor and agricultural machinery indus- 
try; increasing the production and quality of fodder 
(including mixed feed fodder and feed additives); enlarg- 
ing grain and fodder storage capacity; improving animal 
breeding; promoting rural housing construction and 
improving the conditions of workers in the countryside.?® 


25 Ekonomicheskaya Gazeta, Мо. 30, 1978. 


The following targets were set for 1981-1985 for the Soviet Union: 


Plan Plan 
1981-1985 1976-1980 
Grain output (million tons per year) .......2.2.2.2.2... 238-243 215-220 
Grain’ yields) (ааа рег hectare) Во, ener 20 
Meat production (million tons per year) .........2... 19.5 15-15.6 
Share of agricultural investment in total investment (percent) . .. . 27 27 
Deliveries of tractors in physical units: ........2.2.... 1 870 000 1 900 000 
— power(inumillion вр о. 182 158.7 
Deliveries'of-trucks*(physical аи) а 1 450 000 1 350 000 
Deliveries of grain harvesting combines (physical units)... .... 600 000 538 000 
Deliveries of self-propelled maize-harvesting combines (physical 
Units) re Pe ren tice veg dei cis se Orcas aA ee 30 000 
Deliveries of self-propelled row harvesters (physical units)... . . 55 000 
Deliveries of self-propelled fodder harvesting combines (physical 
UNits) FS Cri os oe teh та Е 65 000 
Plan 1985 Plan 1980 
Deliveries of: 
Мега ег 12етб (оон ой) 135-140 115 
Бодаенааатнуе$ (millionstons) meme ne rennet enn it 5 
Combined fodder (million tons) ........2.2..... 72 48 


Source; Pravda No. 185, 4 July 1978 and Pravda No. 192, 11 July 1978. 
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In Romania, а 40 per cent increase in agricultural investment is envisaged during 
1981-1985 compared with the 1976-1980 period. Irrigated areas, which amounted to 
slightly more than 2 million hectares in 1978, are to rise to 4 million hectares. 


The following targets were set: 


nnn nnn nr SS 


Plan 1985 Actual 1978 


ыннБн ee 


Grain-output (millionjtons).!"./ 50. fies. . be we eo нае. 29 19 
Livestock numbers (million head) 
Cattle seer ah x ooh a) seis Maoh cake” аа 8.5 6.5 
Е ek wee eke ee Rd ое ИН 16.0 10.3 
Sheeprand ОА meat) Greene as oo: ie Ae lente 21.0 16.0 
Livestock product output (percentage share in total production) . . 45 43 


re ented : Plan 1985: Scinteia No. 10986, 15 December 1977; for the 1978 plan-fulfilment report: Scfnteia, 2 February 


(i) Crop production 


Grain output was higher than in 1977 in all countries. 
The total harvest in eastern Europe and the Soviet Union 
reached 319.7 million tons, 46 million tons more than in 
1977. In the east European countries, excluding the Soviet 
Union, grain production rose to 82.5 million tons—a figure 
which exceeded output in 1977 by 15 million tons or 
6.5 per cent (table 2.7). 

Record grain harvests were achieved in the Soviet 
Union, Czechoslovakia, the German Democratic Repub- 
lic and Hungary. In other countries the harvest was either 
the second highest on record (Romania) or the third 
highest (Poland and Bulgaria). Grain output of the 
whole region in the first three years of the current five- 
year plan exceeded the average of the previous five year 
period by 17 per cent (43.4 million tons per year). In 
the east European countries (excluding the Soviet Union), 
it was 8.3 per cent or 6 million tons up on the 1971-1975 
average. The Soviet Union’s share of total grain produc- 
tion in the region rose from 71 per cent in 1971-1975 to 
73 per cent in 1976-1978. 

Most of the increase in output resulted from higher 
yields. Grain yields in eastern Europe increased from an 
average of 28.9 quintals per hectare in 1971-1975 to an 
estimated 33.1 quintals in 1978. If the Soviet Union is 
included, the corresponding figures are 17.1 and 20.9. 
In Czechoslovakia and Hungary, grain yields attained 
40 and 44 quintals per hectare respectively. 

Wheat production rose to 151 million tons, or 32 
per cent above the annual average of 114.5 million 
tons in 1971-1975. Barley output increased even more 
rapidly—to 78 million tons or 54 per cent higher than 
the average for 1971-1975. This development was in line 
with policies in the Soviet Union, the German Democratic 
Republic, Romania and Poland: the high value of barley 
as feed—especially for pigs—and its relatively stable yields 
have resulted in increases in the area sown to the crop. 
Between 1970 and 1977, the total area under grain 
increased by more than 11 million hectares in eastern 
Europe and the Soviet Union together. The areas sown 
to wheat and rye declined by 3.2 and 3.8 million hectares 
respectively, but the area under barley rose by 14.3 mil- 
lion hectares, maize by 518,000 hectares and oats by 
almost 3 million hectares. The cultivation of oats was 
reduced in all east European countries, though it increased 


by almost 3.8 million hectares in the Soviet Union. In 
the case of maize, the area sown rose in almost all east 
European countries but remained more or less constant 
in the Soviet Union. 


In the Soviet Union, the bumper harvest of 237.2 million 
tons of grain reached in 1978 was substantially higher 
than the average 1971-1975 crop (181.6 million tons). The 
plan target for 1978 was exceeded by 17 million tons, and 
output rose by over 40 million tons over 1977. Grain 
production during the first three years of the 1976-1980 
plan period averaged 218.9 million tons, and is in line 
with the average five-year plan production target of 215- 
220 million tons. 


Average grain output per head of the population 
amounted to approximately 843 kilograms in 1976-1978 
in the Soviet Union. This is some 100 kilograms per head 
higher than in eastern Europe. In 1978, output per head 
rose 910 kg in the Soviet Union compared with an 
average of 755 kg in the other countries of the region. 
At present levels of over-all grain requirements, last year’s 
harvest outcome will considerably relax the fodder situa- 
tion and enable some further expansion of livestock num- 
bers and output of animal products to take place. More- 
over, grain import requirements will fall considerably. A 
plan target of 227 million tons of grain has been set for 
production in 1979. 

The annual average target of 238-243 million tons set 
for 1981-1985 at the July 1978 Plenum of the CPSU 
Central Committee is about 23 million tons or 10.6 per 
cent more than was planned for the 1976-1980 five-year 
plan. The proposals to increase the level of mechaniza- 
tion, the use of increased quantities of fertilizer and plant 
protection chemicals and to implement the land reclama- 
tion programme are designed to reduce fluctuations in 
grain production and to raise yields to an annual average 
of 20 quintals per hectare on average during the next 
five-year period. In areas such as the North Caucasus, 
the Ukraine, Moldavia, Byelorussia, the Baltic republics 
and some others, it is planned to raise yields to 35-40 
quintals per hectare. These figures suggest that it is not 
intended to enlarge the area sown to grain—which cur- 
rently occupies 128-130 million hectares. 

In 1978, the average yield of grain reached 18.5 quintals 
per hectare (compared with 14.7 q/ha in 1971-1975). | 
About 128.4 million hectares were sown to grain—some- 
what lower than the 130.3 million hectares planted in 1977. 
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The highest increases in grain output (see text table) were 
attained in the RSFSR where output rose by almost 33 per 
cent over the 1971-1975 average. Good results were also 
achieved in the Byelorussian SSR, where the rise was 
32.7 per cent, in the Kazakhstan SSR and the Ukrainian 
SSR, where increases of 28.6 and 26.5 per cent over 1971- 
1975 levels were achieved. 


The four major grain producing Republics shown indi- 
vidually in the following table produce about 94 per cent 
of the total grain output of the Soviet Union. The share 
of the RSFSR in total Soviet grain production increased 
from 56.7 per cent in 1971-1975 to 58 per cent in 1978. 
In spite of the big production increase in the Ukrainian 
SSR (two record harvests in‘succession in 1977 and 1978) its 
share in total Soviet grain output declined slightly from 
22 per cent in 1971-1975 to 21.5 per cent in 1978. Yields 
are highest in the Ukrainian SSR and an average yield 
exceeding 30 quintals per hectare was achieved for the 
first time in 1978. This is the same as the average of yields 
in the east European countries. Climatically induced Вис- 
tuations in grain output (see Economic Survey of Europe 
in 1976, Part II) in past years have been considerably 
greater in Kazakhstan, the Volga region and in Siberia 
than in the Ukraine and Byelorussia. 


The share of wheat in Soviet grain output rose to more 
than 51 per cent compared with 45 per cent in 1976/77. 
Wheat output, at 120.8 million tons, was almost 36 per 
cent higher than average production in 1971-1975. Good 
results were also reached for other grains but increases 
were more modest than for wheat. The 9 million tons of 
maize harvested was 2 million tons below output in 1977. 


The record Soviet grain harvest has given rise to trans- 
port and storage problems, and drying capacity is also 
insufficient. The 1979 annual plan contains provisions to 
accelerate the installation of such capacities, and elevators 
for storing over 3 million tons of grain are to be built 
this year. 

Of the east European countries, Hungary harvested 13.3 
million tons of grain in 1978, a 15.5 per cent increase over 
the average of 1971-1975. Good harvests in the previous 
three years, when the grain harvest averaged 12.4 million 
tons, have stabilized Hungary’s position as the biggest 
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net exporter of grain in the region. Grain output per head 
of population exceeded 1.2 tons last year, considerably 
more than in the other countries. Cereal yields per hectare 
reached record levels—42.8 and 52 quintals per hectare 
in the case of wheat and maize respectively. It is planned 
to increase the area under grain and especially maize by 
more than 50,000 hectares. 

In Czechoslovakia grain production surpassed the 11 
million ton level last year for the first time. Average 
output of 10.3 million tons in 1976-1978 is almost 9 per 
cent higher than in 1971-1975 and close to the target for 
the current five-year plan (10.6-11.0 million tons). The 
objective of achieving self-sufficiency by 1980 seems now 
to be attainable. Grain imports have been reduced in 
recent years and will probably be less than one million 
tons in 1978/79. Grain yields exceeded 40 quintals per 
hectare for the first time. For wheat 43.9 quintals were 
obtained, the second highest result in the region. Efforts 
to increase grain production have been accompanied by 
greater efforts to economize consumption in the livestock 
sector. 

In the German Democratic Republic, about 9.9 million 
tons of grain were harvested last year. This is slightly 
above the previous best result, achieved in 1974 (9.8 mil- 
lion tons). Grain output in 1978 was 13.0 per cent higher 
than in 1977. Total grain yields were 38.5 quintals per 
hectare, compared with 35.7 in the 1971-1975 period.?* 
Average grain output during 1976-1978 amounted to 8.9 
million tons—only 2 per cent above the annual average 
of the previous five year period. Per capita production 
of grain reached 572 kg last year (56 kg more than the 
1971-1975 average). Although the harvest in 1977 was not 
high, grain imports fell to 2.7 million tons (against an 
average 3.2 million tons in 1971-1975). In 1978, probably 
even less was imported than in 1977. Feed grain has been 
increasingly replaced by other fodder, including straw 
and green plant pellets. 


26 A yield of 45.9 quintals per hectare of wheat was obtained— 
the highest in the region. 


Actual and planned grain output in the Soviet Union 
and selected major regions 


(Million tons, annual average) 


1971-1975 1976-1978 1976-1978] 
actual actual 1971-1975 
Soviet Union 
а а 181.6 218.2 20.2 
of which: 
RSFSR... . 102.9 124.0 20.5 
Ukrainian SSR 40.0 47.9 19.8 
Kazakhstan 
ЗВ 21.7 25.1 15.7 
Byelorussian 
SSR. ee 5.5 УВ 29.1 


Source : Аз for table 2.1 and Р/апоуое Khozyaistvo Мо. 3/1978. 


Percentage change in 


1976-1980 1978 1979 1980 1981-1985 
plan actual plan plan plan 
215-220 237.2 227.0 235.1 238-243 

124.5 136.3 134.0 

47.0 50.6 52-53 50.0 

26.0 27.9 26.5 
7.1 7.3 8.5-9.0 7.6 11.0 
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_ Grain output in Poland in 1978 amounted to 21.5 mil- 

lion tons, almost 2 million tons more than in 1977. Follow- 
Ing poor results in previous years, Poland is the only coun- 
try in the region where average grain output in the past 
three years (20.8 million tons) remained slightly below the 
1971-1975 average (21.2 million tons). Polish agriculture 
suffered most from adverse weather conditions: there were 
droughts in 1975 and 1976, and in 1977 and 1978 heavy 
rainfall affected harvest operations. Nevertheless, the 
yields obtained in 1978 rose to 27.4 quintals per hectare, 
the second highest so far reached. Wheat yields of 32.5 
quintals per hectare attained a new record in 1978. The 
planned increase of average annual grain output to 24 
million tons in 1976-1980 will not, however, be reached. 
Imports of grain grew considerably from their levels in 
the first half of the decade. For 1979, production of 22.4 
million tons of grain is foreseen, which clearly implies 
that no substantial reduction in imports is scheduled. 

Romania achieved a slightly higher grain harvest in 
1978 than in 1977. The 18.9 million tons harvested in 1978 
remained, however, below the record of 1976 (19.8 mil- 
lion tons) and the planned target (23.2 million tons). 
Nonetheless, average output in 1976-1978 (19.1 million 
tons) exceeded that of the 1971-1975 period by 27.5 per 
cent. This is by far the highest increase in the whole 
region. Maize and wheat output contributed mainly to 
the high growth. The production of barley rose substan- 
tially from 845,000 tons in the previous five-year period 
to 2.3 million tons in 1978. 

Romania is a net exporter of grain and exports in recent 
years have been higher than in the early 1970s. Per capita 
production of grain reached almost 870 kg in 1978 
(approximately 150 kg more than in 1971-1975). 

In Bulgaria grain output amounted to 7.8 million tons, 
slightly more than in 1977. The average output of 8 mil- 
lion tons in 1976-1978 exceeded the 1971-1975 result by 
7.4 per cent. It is, however, considerably below the target 
of the current five-year plan. Average grain output per 
head of population reached 910 kilograms in 1976- 
1978, the second highest result in eastern Europe. Bul- 
garia meets not only its domestic grain requirements but 
is also able to export. 

Last year’s harvest showed better results for wheat 
than for maize, which was adversely affected by unfavour- 
able weather conditions. 

Because of the late harvest in 1978 and rainy weather 
in the autumn, the sowing of winter grain was more 
difficult in 1978 than in previous years in some countries 
of the region. In the Soviet Union more than 37 million 
hectares were sown to winter grain. Though operations 
were completed late in some areas, the area sown was 
bigger than in 1977 and in accordance with the plan. In 
some east European countries the sowing of winter grains 
was also delayed, though the area finally sown to these 
crops was greater than planned. Yields of winter grains 
are usually higher than spring sown crops, and the greater 
area sown should have a positive effect on harvests in 
1979. 

The harvest of non-grain crops in 1978 was less good 
than for grain but in most countries of the region harvests 
were better than in 1977 (table 2.8). Output of potatoes is 
estimated at 154 million tons in eastern Europe and the 
Soviet Union together, about 6 per cent more than in the 
preceding year. The biggest increases were recorded in 
Hungary (19 per cent above 1977), Poland (13 per cent 
above 1977) and in Romania (12 per cent over 1977). In 


the German Democratic Republic the good result of 1977 
may have been surpassed. The potato harvest in the Soviet 
Union amounted to 85.9 million tons, which was the 
highest for two years. 


Output of vegetables grew substantially in the Soviet 
Union (by more than 2 million tons). In eastern Europe 
vegetable output was adversely affected in some countries 
by the cold and rainy weather, and the good 1977 harvests 
were probably not repeated. The same is true for sugar- 
beet. In Hungary, Poland and the Soviet Union beet 
output was higher than in 1977, but declined slightly 
in Bulgaria, Czechoslovakia, the German Democratic 
Republic and Romania. Total output of sugar-beet 
amounted to 135.9 million tons (of which 42.1 million 
tons was produced in the east European countries). It 
has been reported that the sugar content of beet was 
higher than in previous years in Hungary, Czechoslovakia 
and the German Democratic Republic. 


The output of oilseeds increased in the German Demo- 
cratic Republic, where a record average yield of 24.4 
quintals per hectare was attained in Romania and Czecho- 
slovakia. In Bulgaria and Poland, output was slightly 
below 1977 levels. For other countries data are not yet 
available. 


The cotton harvest in the Soviet Union amounted to 
8.5 million tons, slightly below the record reached in 1977, 
but exceeding the average of the 1971-1975 period by 
almost 11 per cent. Emphasis is increasingly placed on the 
quality of output and particularly on the expansion of 
fine-staple varieties. 


In 1978, the supply of fodder to the livestock sector was 
improved in all east European countries and the Soviet 
Union. The good harvest of grain was the major element 
in this improvement. In most countries, however, increas- 
ing attention is being paid to the accelerated development 
of non-grain feed. Output of green field fodder, silage, 
hay and haylage increased in most countries much faster 
than during the previous five-year period, and perfor- 
mance benefited greatly from favourable weather condi- 
tions in most countries during 1977 and 1978. The culti- 
vation of high yielding fodder plant varieties is being 
encouraged, and supplies of appropriate harvesting and 
processing machinery are being increased. Increased atten- 
tion is also being paid to improving yields of meadows and 
pastures, including the utilization of fertilizers. Policies to 
improve the feed supply have also been directed towards 
more efficient use of available fodder, especially feed 
grain. The German Democratic Republic’s position as 
a net importer of feed grain is reflected in the priority 
accorded to non-grain feeds: experimentally determined 
feeding norms and rations based on experimental results 
are being publicised 2’ with the aim of reducing the con- 
sumption of fodder per unit of livestock output. The intro- 
duction of these feeding norms on most farms enabled 
considerable reductions in feed imports to be brought 
about between 1976/77 and 1978, without any fall in 
livestock numbers. Similar approaches are being devel- 
oped in the other countries of the region. 

It is increasingly acknowledged that the protein problem 
which exists in most countries of the region can best be 
solved by improving pasture production rather than by 
relying exclusively on grain and synthetic protein addi- 
tives. The Soviet programme for the intensification of 


27 See Bauern-Echo No. 259, 2 November 1978. 
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TABLE 2.8 
Production and yields of non-grain crops 
(Output in thousand tons; yields in quintals per hectare) 


Potatoes Sugar-beet Oilseeds Raw cotton 
———— Feui —_$——— fan Re ae es 
Country and period Output Yield ен output Output Yield Output Yield Output Yield 
Bulgaria 
O76 Re eee о в 351 119 1 587 2 233 2 327 332 463 16.0 ah) 1.3 
1977 esos os. iS Berets os 383 112 1 617 1 775 1751 249 516 16.6 13.1 7.0 
1978.5 ее. 395 106 1 736 ue 1 648 282 447 15.1 16.9 9.1 
Czechoslovakia 
1976 ree ota oe Ss 4214 176 829 671 5 248 246 147 17.5 
И о р eons 3 760 160 1 133 574 8 229 384 186 18.7 
к о ee sek ale 3 863 176 981 5 7 189 329 192 18.6 
German Democratic Republic 
Я о ws Boiss arse) a 6 816 114 889 615 5 106 191 327 24.2 
UWE ok ее с, 10 313 176 1412 480 8 578 319 317 237 
У о 10 777 186 1 204 483 7 569 290 330 24.5 
Hungary 
СЕ ооо 1 396 121 1745 2224 3 943 303 324 12.2 
UCL о 1650 135 2232 2526 3 890 319 372 13.8 
1973 Be ake кс 1 964 169 1950* 2210* 4182 341 
Poland 
LAS д (5: RRM, Reine tae 49 951 203 3 783 1 865 15 107 272 996 24.2 
ДИ МО п Ала 41 148 169 3 836 1 637 15 640 294 721 17.5 
О о. 46 596 197 15 706 300 717 20.0 
Romania 
о оо ce cst 4 788 159 3 593 2886 6 911 294 1084 13.7 
О. Deine rs 4 207 137 3 203 2915 6 246 245 1059 13.3 
Plan 197811... 4 850 4 300 3 900 8 580 1 133 
VOUS о ое 3 479 2 608 5 803 233 1 100 * 
РП 1979... 4 900 4 400 9 100 
Eastern Europe 
оао ste) hee 67 516 180 12426 10494 38 642 264 3 341 16.9 
NOT) а ое. 61 461 165 13 433 9 907 44 334 310 3 171 15:7 
Пе. 68 100*.. 13 200 ie 42 097 294 ae a 
Soviet Union 
1976 SO ks, a ce 85 102 120 24 991 15 260 99 872 266 5 989 10.1 8 278 28.1 
О со 83 652 118 24 149 15 275 93 103 248 6 619 11.0 8 762 29.3 
Plan 1978... .. те ae <s 2 96 200 5 a ae 8 500 У 
197 Sine ое 85 900 122 26 300 56 93 800 249 ss Ox 8 500 28.0 
Plan 1976-1980 ..... dic ов to 95 000-98 000 .. 7 600 ба В 
Byelorussian SSR 
Об, т 14 126 167 699 541 1067 216 
MOT Tee Bey tee ое 11 314 138 637 429 1 351 261 
19 7S а Platt cae ats 14 514 180 796 1 320 . 
Ukrainian SSR 
TASS. оу ip aa Ga 23 724 138 8 213 3 927 61 840 345 2110 12.3 
1977 Чо, О 18 805 110 6 944 4 599 55 467 310 2 680 15.7 
а а с оО 23 900 oe 7 800 50 56 100 a 2 400 so 
Soviet Union and 
eastern Europe 
1976 geet es ees 152 618 141 37417 25754 138514 265 9 330 11.8 
SILA” а ee ee Вано 145 113 135 37 582 25182 137437 265 9 790 12.2 
LOS ato a cates oe 154 000 * 5% ac 39 500 * 135 897 262 as is 


Sources: As for table 2.1. 


Agriculture 109 
a a a ee rrr? 


TABLE 2.9 
Livestock and livestock output 


See ke er eR ОБЕ 0S MS bine иронию. леди Ss Ge 


Livestock (thousand head) Livestock output (thousand tons) 
f which : Sh Е which ; 

Country and period Cattle i caw Pigs and toate Meat total ь НН Milk total ( million й Wool 
В RS en i as por еде moe 7 
Bulgaria 

ПРО» до ор ДИ 1787 721 3 456 10 031 732 130 1816 1816 34.0 
19) era ome, ae 1797 724 3 399 10 470 704 149 1929 1993 33.8 
1978 eas о ри 1824 746 Se 10 430 729 1 993 * 2045 * 
Czechoslovakia 
19761 1059581305. 4 654 1 898 6 820 895 16322 141 5 485 4 492 3.6 
197. Re вылить 4 758 1898 7 510 924 1383 152 5 601 4 639 3.8 
Ly осо. 4 887 1909 7 601 945 1448 
German Democratic 
Republic 
ESTOUR MIC м. 5 471 2 146 11 291 1912 1 693 132 8 092 5 217 10.6 
ТОТ. В! ле ПУ 5 549 2158 11757 1961 1657 137 7 939 5 266 10.4 
1978 teeth. [Yue eet ek a) 2 141 11 734 1 994 1 700 8 226 5 219 11.4 
Hungary 
ПОЛЬ. 1887 766 7 854 2364 727 384 2022 3 995 8.6 
ПОДИ SP eS aay 9 1 949 781 7 850 2 630 1901 415 2242 4 528 9.9 
[URS S|, Sree te ож 1 966 790 8 013 2 875 1 981 443 2 377 4755 10.8 
Poland 
O76 Slane. SUNS, 12 002 5 786 16 766 3 250 * 2 896 294 16 534 8 020 10.6 
ADTs SS) DRG 12 359 5 879 20 591 3 700 * 2861 338 16 797 8 412 13.1 
Г т Pius fret es 13 1004 6 000 * 20717 < 4 300 * 3 150 382 17 000 8 500 
Romania 
О сы ss 6 351 3 014 10 193 14 775 2311 394 4 830 6 153 32.0 
NS lie as sco 6 By a 6 306 3 123 9 744 14 867 2318 439 5 229 6 299 34.7 
ОО Я Snes 6 510 3 187 10 336 16 024 
Eastern Europe 
1976rers ciswslpadk 32 152 14 331 56 380 33 227 9 393 1 308 38 779 29 693 99.4 
OTs oe. ws а 32 718 14 563 60 851 34 552 9 688 1 444 39 737 31 137 105.7 
о joer ere ee 33 859 14 773 63 173 36 570 * 
Soviet Union 
ПЕ 110 346 41 987 63 055 145 373 13 583 1 411 89 675 56 187 435.5 
ADL Tart AOS Sk 112 690 42 592 70 511 146 611 14 722 1 644 94 929 61 194 458.4 
ВОЗ Е иле BM 114 400 43 100 74 700 148 800 15 201 1900 94 456 64 370 461.5 
Byelorussian SSR 
Оби Seok oe bes 2 6 494 2 688 4 158 554 825 57 6 087 2 544 1.0 
a ре he, TR Ree 6 705 2 742 4 567 585 885 59 6 435 2 742 1.1 
Дов и Я 6 808 227 4 572 566 875 61 6 407 2827 1.1 
Ukrainian SSR 
Phi eles Seam ores 24 196 9 002 18 195 8911 3 137 392 21 157 12 018 24.9 
О оао Ку 24 924 9 143 19 831 9 173 3 465 449 22 467 13 154 29.6 
Осень terreus 25 600 9 300 21 000 9 200 3 530 460 22 250 13 684 27.6 
Soviet Union and 
Eastern Europe 
ASTOR MASS 142 498 56 318 119 435 178 600 22 976 2719 128 454 85 210 531.4 
LOTTI УМЕ УС 145 408 57 155 131 362 181 163 24 380 3 088 134 402 90 749 560.7 
Е ас 148 259 57 873 137 873 185 370 


Sources: As for table 2.1. : 
Note: Livestock numbers are on the basis of end-year censuses. Meat is in carcass weight for Bulgaria, Czechoslovakia, the German Democratic Republic, 


i i i i i ilk is in million li ia, Eggs include only hens’ eggs for Czecho- 
4 the Soviet Union; inlive weight for Hungary and Romania. Milkisin million litres for Hungary and Romania. Eg; 
ВИ German Democratic Republic, Hungary and Poland. Wool is raw wool оп а greasy basis. 
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agricultural production, adopted last year by the CPSU 
Central Committee, lays down guidelines not only for the 
development of a modern feed producing industry but 
also for improving pasture production, especially natural 
pastures, and for increasing fertilizer applications to feed 
crops. The guidelines also specify the possibilities for 
mechanizing the feed production process, the use of 
advanced methods of storage and preparation of feed, 
and the steps necessary to enable the industry to conduct 
its operations according to industrial methods. Hay pro- 
duction is planned to rise to 80 million tons by 1985. The 
planned production target for silage is 274 million tons, 
for haylage about 77 million tons, for vitamin grass flour 
and other artificially dehydrated feeds—up to 10 million 
tons, and for pelleted and granulated feed mixtures—up 
to 14 million tons. In order to raise the supply of protein 
for cattle and poultry, areas sown to alfalfa, clover, peas, 
soya-beans, lupins and other crops will be increased to 
supplement increased availabilities of grain: 


The implementation of this programme will require 
large investment outlays. In 1979-1985 silage and hay 
storage capacity of 236 million cubic metres will be 
brought into operation. Capacity for storing root-crops 
to a total of 13 million tons will also be brought into 
operation, and ordeis will be placed for storage facilities 
for other kinds of fodder. 

Measures have also been taken to raise the production 
of mixed feeds and feed additives. The output of plant 
protection products and of the microbiological industry 
will also be increased. 


Large quantities of grain are used for feed without being 
processed into compound feed or used in fodder mixtures. 
Considerable possibilities therefore exist to improve the 
efficiency of grain consumption in the livestock sector. 
Output of mixed feed increased from 23.7 million tons 
in 1970 to 41.8 million tons in 1975 and reached 56.3 mil- 
lion tons last year. This fast increase is however below the 
targets laid down in the current five-year plan. By 1985, 
it is planned to increase the production of mixed feed in 
State industrial enterprises to 72 million tons. During 
1981-1985, the capacity of State mixed feed enterprises 
will rise by 94,600 tons of combined fodder a day, com- 
pared with 83,000 tons per day in 1977. 


(ii) Livestock and livestock output 


In 1978, the livestock sector continued to follow the 
upward trend of the preceding year in all countries of 
eastern Europe and the Soviet Union (table 2.9). Livestock 
numbers increased on average in the whole region (in terms 
of animal units)?8 by about 2 per cent over 1977. The num- 
ber of cattle rose from 145.4 million in 1977 to 147.8 mil- 
lion last year, a rise of 1.7 per cent. Pig numbers increased 
by 4.9 per cent to more than 137.8 million. In the east 
European countries (excluding the Soviet Union) the 
increase was slightly higher for cattle (2.2 per cent) and 
lower for pigs (3.8 per cent). The number of sheep rose 
in all countries of the region. In the Soviet Union livestock 
numbers attained record levels in 1978. In Poland, herds 
were rebuilt at a rapid pace after the sharp decline in 
1975/76: in 1977, pig numbers increased by 6.5 per cent 
to reach almost 22 million. 


ts Total animal units are calculated on the basis of the following 
co-efficients: cows 1.0; cattle 0.8; pigs 0.18; sheep and goats 0.09. 


Recent economic developments in eastern Europe and the Soviet Union 


In Czechoslovakia livestock numbers continued their 
steady increase, rising by 2 per cent in 1978. The same 
stable development has taken place in Hungary during 
the last three years. The maintenance of pig numbers over 
this three-year period suggests that the three-year cycle 
of earlier periods has been eliminated. In Romania growth 
rates were higher in 1978 following a slight decline in 1977. 
In Bulgaria a big increase in pig numbers was reported for 
1978 (11 per cent) which follows a small decline in 1977 
and a bigger one in 1976. No increase in livestock num- 
bers was envisaged in the German Democratic Republic 
during the current five-year plan, and herds have remained 
rather stable in recent years. The priority currently at- 
tached to meat production, together with the improved 
feed situation, strongly indicates that the recent herd expan- 
sion is likely to continue in most countries in 1979. 


The share of livestock numbers kept in private plots has 
declined considerably in some countries of the region. In 
1977 it accounted for less than 8 per cent of the national 
herd in the German Democratic Republic and Czecho- 
slovakia compared with 18-22 per cent in 1970. In other 
countries, the share of privately owned livestock is still 
much higher, though it is also tending to decline. Measures 
have been taken in most countries to halt this process. 
Additional incentives have been introduced and measures 
taken to ensure adequate fodder supplies. In Poland, 
about 35 per cent of private farmers keep no pigs and 
about 28 per cent do not keep cattle. One-fifth of farmers 
keep neither pigs nor cattle. This mainly refers to smaller 
farms kept by people who also have jobs outside farming. 

Meat output increased last year in all countries of the 
region and total production is estimated at 25.1 million 
tons. In the Soviet Union it climbed to 15.2 million tons, 
3.4 per cent above the 1977 level. The current five-year 
plan makes provision for average annual meat production 
of 15.0-15.6 million tons. By 1985 a rise to 19.5 million 
tons is planned, which would entail an acceleration in 
the growth of meat output compared with growth during 
the current five-year plan period. 

In eastern Europe meat production has increased at an 
estimated average of 3-4 per cent, somewhat slower in 
Bulgaria and considerably faster in Poland (10.3 per cent). 
The high rate of growth in Poland has been attained after 
three successive years of declining output. The policy of 
attaching first priority to the rebuilding of cattle herds may 
have led to the small decline in beef production. Pork and 
poultry meat output rose by 16 and 13 per cent Tespec- 
tively. It is planned to increase the production of cattle for 
slaughter by 130,000 tons in 1979 and 1980 and by a 
further 560,000 tons in the next five-year period (1981- 
1985). 

In Hungary a record number of 6.6 million slaughter 
pigs were purchased by procurement enterprises com- 
pared with 6.4 million in 1977.29 It is expected that this 
number will rise to 6.8 million in 1979, 

м ilk output increased in eastern Europe to about 40.8 
million tons, almost 3 per cent above 1977 levels. High 
rates of growth were recorded in Hungary (6 per cent) 
and in the German Democratic Republic (about 4 per 
cent). Yields per cow in the German Democratic Repub- 
lic exceeded 3850 kg. In Czechoslovakia and Hungary 


*® Népszabadsdg, 21 September 1978. 


111 


Agriculture 


“qq 319M DAT UI $1 31 59430009 12410 Пе 10} ‘34812 5еотео ит 51 звэш риеоа то ‘Атао AuOUZe рае spoos odes puvjod 10} рие ‘A[UO $рээз JoMOgUNS opnjou! spoes по USS чениегяй 943 pue пой 21^0$ og) “Але8ойН 104 :210М 
“17 2147} 10} sy :5224п05' 


Две о и 


“Ls CL8 L (ans!) 160 v1 8°OL ОС Е 878 009 Lv | СЕ age oe et OE RL GL 

69S 6LV L v9 Sec bl 6°$9 Е6У Е OL 86 1 Гб css Os ST 788 С 8°67 Chr vl Г8Е CLP She ome aaa SS LLGL 

Svs vss 9 €°c9 vst CI Г$9 96ТЕ [89 97Т 8°78 Tiz Ts 8°СТ 770 € CCl 687$ Se P76 VL ek a Oe ee LOL 
YSS uowyo1y4/) 

SLY 6ve T o¢9 УрО? 6LL (cA eI ССС ОО т т ae SLOT: 

6'9? УСТ cco 990 SOL 690 I os 4 ¢°06 [СТ SOL 698 Т 901 COL TIT COV Se Е вые LL OL 

6 St Lott 06S C6S Е VCL 796 я с 6'`68 656 Sel vre6 I Гб $29 9°[Т ОЗ > Se ee А ee es SLL 
М $$ uvissnacjadg 

O19 987 6£ 6'59 898 09 vOL СО LI pss OOT 08 LI OOT ST У’? С = Bo Se a 1 

8°19 Tes 9Е CH COL 09 TOL 987 91 cL9 Sth У oc 16 088 78 L0ce СТЕ LI LU LIE bh SHE EZO'S9 9 a ee CLOT 

76S [68 CE L79 055 9S 9°89 SOE st 69 OLLE €°s3 СУТ S8 Lst Otr ЕТ СТС 81095 СШ LZERZ6° 2 BES в 7 
uolup) ja1Aog 

6'6Е Oss 8 2 009 от 009 < 0`00т 00S 91 4 005$ 9.9 0 2 PO 6L6E Bei 

8°8t $65 & 09 805 ОТ ess Tes С $16 99 0'00т 006 ST Vel 7809 СЕ О =" Sf 2° <a ae SLI 

ГО? ЕЕ 65 $96 6 9°6L 8455 Cc £6 CLO 0-001 0$9 ST cel У $ pee 198 € v'0e 1965-22" = Yagi i eee CLO 

9'SE 258 С oss 660 6 6 8L $85 С $6 156 0`00т LOT ST Sil Tels 9°8 £79 € £ST ChES 3 2 E wee te = 96! 
puvjod 

ULC LET OSL 789 T €€L £6€ I $'98 987 0`00т 068 € OSz СЧ TOL 878 & LLy $06.80 8 oS a age = LEGT 

ST УЮТ 67L bly I CIL ОСТ T9L ЕТ 9°86 888 Е a4 vie TOL STLE 9°6? LYS? ES Е 967 
; Азодий fy 

ОРУ 008 2 OOE Z oS eS Е 26261 ЧМ 

9°S8 Lov Y Гбб 758 L 9°96 997 Z oot cee 68 69L 9 9°ES 182$ ЕЕ 188 I 6°СЕ SO щас Е 016 

9°S8 60$ 9 6`76 Sts Ll cS6 LOZ Z oor ЗТЕ 198 78 L ¢°9S 678 $ [УР 905 Sse CSS 6 ar ee ЗЧ: 

9°€8 Т9Е У 976 859 L 9`76 УСС 0°66 1443 0°86 100$ УТ SHS $ $57 $68 I ese OOT Goo ae ee ee SLOT 
ayqnday 21jv4J0ulag uvulsaH 

T9p 2 0505 LOLI i Gt ee a ee oe es LOL 

vis 98Е С 7'[8 968 7 049 T 6`66 161 8 STs 876 Т $`УР £09 С 8°58 ChL CS ee ae eee LOL 

vs OIE Z 9°98 ЗЕЕ ТР i 76S 1 г у 7'66 6155 865 697 Z CoP 087 Z 8°6Е OL9 к Л 
DIYOAO|SOYIIZD 

¢°79 6LZ I LL 69S I 66L 8°96 96S I Pi eee Je ae ne Bs LOL 

[759 16СТ SLL Tos I % 094 v6 T6£ £°66 ЗСТ о oh L:08 [С £°69 бт ма 

0°СЁ 805 I T9L ese I ae PLL 8°76 95 7'66 | АКА г a T9OL 96Е С 0°99 HES ae ee i eee OLOL 
pissing 


Эд 80 


зпато эшт]о д злато эштод andjno эштод злато эшт]о д злато эштод дпато эшт]о д зпато эшп]о д indino aunjo, pojsad puv Кито) 
303 fo 40} fo 12301 fo 12101 fo D301 fo 12303 fo 101 fo 2101 fo 
эд0зиэ242 2801и22124 э30иа2а2 280изэаа4 2801и22424 aSvjua42g asvjuars2ag 28тшээ4а4 
5и1248 poaig 2101 
5881 УПИ wat spaas jiO 2229-10815 зао 


зира о) 
аб Вена ре А ИЕ 
(иоиш и} 5882 ‘suoy puvsnoy Г) 
syonpoad теицив pus 540л> Jof{ew jo зиошолизо 91615 
Ol? FV 


112 Recent economic developments in eastern Europe and the Soviet Union 


yields also increased. In the Soviet Union, milk output 
amounted to 94.5 million tons, almost as much as the 
record achieved in 1977. 


The production of eggs amounted to about 96 billion 
in the whole region, or 5.2 billion more than output in 
1977. Of the countries for which data are available, the 
fastest increases were attained in the Soviet Union (5.4 
per cent) and in Hungary (5 per cent). 


In most countries of the region procurement prices for 
agricultural products, mainly animal produce have been 
increased in order to stimulate output and yields. In the 
Soviet Union procurement prices were increased for milk 
and dairy products by 14 per cent, wool by 18 per cent, 
sheep and goats by 11 per cent, potatoes by 38 per cent 


and some kinds of vegetables by 9 per cent on 1 January 
1979. The price adjustements are not being accompanied 
by changes in retail prices, and will cost the State budget 
some 3,200 million roubles per annum. In the east Euro- 
pean countries, procurement prices were increased and 
other incentives (credits granted to agriculture at low 
interest and favourable repayment conditions to promote 
fodder production and storage in the German Demo- 
cratic Republic) were introduced in 1976-1978 to encour- 
age output of meat and milk. Last year the State procu- 
rement prices for cattle, pigs and milk were increased in 
Poland. It can be expected that these measures will 
further increase the share of State procurement (table 
2.10) in total output and improve the economic situation 
of farms in the region. 


3. INDUSTRY AND ENERGY 


In 1978, gross industrial production in the region 
increased by an estimated 5.3 per cent. Expansion was 
generally slower than in 1977, growth slackening in the 
Soviet Union from a rate of 5.7 to 4.8 per cent, and in the 
six countries of eastern Europe taken together from 7.1 
to 6.4 per cent. Only in the German Democratic Republic 
was growth in 1978 faster than in the preceding year. 
And only in Bulgaria was the pace of expansion main- 
tained. 


TABLE 3.1 
Gross output, employment and labour productivity in industry 
(Annual percentage change) 


Labour 
Gross output Employment productivity 


Bulgaria 
197 Gres! Co teres. ad = 6.8 0.9 5.9 
NOT Tin АРНЕ 6.8 0.6 6.2 
РаПе... Tid a an 
NST Stree sae) 7.0 0.6 6.4% 
Plan. 1979 "oe. 2 OS 7.8 1.04 6.75 
Planvl9sO rere. ak 2c 8.6 1.54 7.0° 
Plan 1976-1980... .. 9.2 0.74 8.56 
Czechoslovakia 
Обр wma os 5.5 0.6 4.9 
ОИ, ола. Set, 0.9 4.8 
LEV CA ise nye eee 5.1 He oe 
OV So ere eee 5.0 0.8 4.2 
Plan 1979 Bens . М. « 4.5 р ve 
Plan 1976-1980 ...... 5.7-6.0 0.6 5.1-5.4 2 
German Democratic Republic с 
Об. 5.9 0.9 4.9 
и. 5.4 0.6 4.8 
Pian 1978... 5.7 0.7 а 5.065 
ел ФО ot 5.8 0.6 4 5:22 
Plant Сео Орк 5.5 0.8 а 4.65 
Plan 1976-1980..... 6.0 0.5 < 5.4% 
Hungary 
И ооо ce 08 4.6 —0.8 5.4 
NOT ieee cat eo iee Katy 8 6.6 —0.2 6.8 
21211978 5 hoes eaters 5.5-6.0 0.0 5.5-6.0 
CHK? оо ER АНИ S374 —0.1 5.3 
Plan 1979. и... 4.0 0.0 4.0 
Plan 1976-1980 .... 6.0 0.0 6.0 
Poland 
197Gb aces. Sek ceed: consents 9.3 0.3 8.9 
ПЕ Кони Пые 6.7 1.0 5.6 
Plan 1978S! se 6.8 0.14 6.75 
То: м 5.8 0.04 5.86 
Plan 19794 ...... 4.9 —0.4¢4 5.3% 
Plan 1976-19804 .. . 8.2-8.5 0.7 а 7.4-7.8 2 
Котата 
TOTES BEEN GST 11.4 3.8 7.3 
И SR RNG AU. 12.5 4.1 8.1 
Planjl978jvar. мазо 10.6 1.4¢ 9.065 
О ВЫ 9.0 1.8 а 7.15 
Plan 1979....... 11.3 1.04 10.25 
Plan 1976-1980..... 10.2-11.2е 1.6-2.1%  8.5-9.02 


TABLE 3.1 (continued) 


Labour 
Gross output Employment productivity 


Eastern Europe f 


1IS76ree., SER Aaa 7.6 1.0 6.5 
197741 азы Seed ss 7.2 1.3 5.8 
РаПе 97 Зе une se 7.0 ee at 
NOT Sm часы aca ted 6.3 0.6 5.7 
О 979 ee eden ee cars 6.3 ais ae 
Plan 1976-1980 ..... 7.8 0.8 70 
Soviet Union 
CCT ee tan eee a 4.8 2.2 2.6 
ег Soe ers 5.7 1.7 3.9 
Plani978 вх Де 4.5 0.74 3.8 а 
о. ee eee 4.8 1,24 3.65 
Plan"1979" 34 о 5.7 1.08 4.75 
Plan 1976-1980..... 6.3 0.8 4 5.5% 
Byelorussian SSR в b 
196. WS Pee 7.0 2.3 4.6 
А о о Е О 8.3 2.6 5.6 
Рай 1978 sets Bask 6.1 1.0 5.0° 
197 Seats eel Жс 7.6 2.4 5.0 
Plan A979 oi: sys rupties 6.2 1.1 5.0 
Plan 1976-1980... ... 7.4 1.9 5.4 
Ukrainian SSR S » 
1976 aise coach a ee 4.3 1.8 2.3 
И рожон ee es 5.7 1.9 3.7 
Plan i978) oe es. oe 4.7 0.5 4.2 
1973S hae ee 4.4 1.7 2.6 
о s 3 1.5 3.6 
Plan 1976-1980... ... 5.9 0.7 5.2 
Eastern Europe and 
Soviet Union f 
197625 feel cess tere. п. 5.6 1.8 3.7 
197 7iiw.t-s ance emt 6.2 1.6 4.5 
Plan 1978... caucus 5.2 a Ae 
а Пи ee eee 5.3 1.0 4.3 
Plan:1979 2. ори 5.9 ae ae 
Plan 1976-1980 ...... 6.7 0.7 6.1 


Sources: National statistics, CMEA yearbooks, plans and plan-fulfilment 
reports. 

Note: The figures for 1976 and 1977 shown in this table differ in some cases 
from those presented in table 1.1. The differences stem from the use in this 
table of data which are narrower in coverage, but more comparable with those 
for 1978. Unless otherwise indicated, productivity figures are derived from 
output and employment data. These may differ from officially reported produc- 
tivity changes because of differences in coverage and definitions. 

« Derived from output and productivity data. 

> Reported figures. 

¢ Industrial commodity production. 

4 Sales; the comparable figure for 1976 was 10.7 per cent and for 1977 8.6 per 
cent, 


« Original figure. This was later raised to 11.5. 

7 For the method of bi ia see Economic SEO, of Europe in 1971, United 
Nations, New York 1972, part II, chapter 2, page 67, footnote 4. With 197$ as 
a base the weights are as follows: 


Bulgaria ..........eeeeeees 2.1 Розпа..............-. 8.3 
Czechoslovakia ............ 5.1 Romania .............. Aes 
German Democratic Republic 6.7 Soviet Union ............ eos 
Hungary... 0. sec ee cece 2.3 Total 100.0 


The 1978 figures for Poland were adjusted for comparability with the other 
countries. 
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Growth was slower than planned in a number of coun- 
tries and this represents a notable departure from past 
experience. If production in the area as a whole reached 
the planned level in 1978, it was only because of some 
over-fulfilment of plan in the Soviet Union. In the east 
European countries taken together, growth was slower 
than planned (table 3.1). 


The difficulties encountered in meeting the 1978 plan 
targets aggravated the situation with respect to the pro- 
visions of the plans for 1976-1980. As already mentioned 
in the Survey for 1977, annual targets have been set 
recently in most countries at lower levels than those 
implicit in the medium-term plans. Though annual plans 
have been generally met, and were in some cases over- 
fulfilled in the years 1976 and 1977, a gap has beeh devel- 
oping between achievement and medium-term goals. 
Since growth in 1978 was almost everywhere lower than 
planned, there was generally a further widening of the 
gap. The targets for 1979 imply that no effort will be 
made to redress the position. The only exception is 
Romania, where growth in the last three years remained, 
on average, in line with the five-year plan. 


Since rates of growth of industrial employment have 
greatly declined in recent years in almost all countries, 
there is now a much more direct relationship between 
productivity gains and the growth of output. In 1978, 
only the German Democratic Republic experienced an 
acceleration in the growth rate of labour productivity. 
In the other countries the changes varied from a signifi- 
cant fall-off of growth in Hungary, to steady expansion 
in Bulgaria, Poland and the Soviet Union. As in the case 
of output, the growth of labour productivity remained 
behind target in several countries and, similarly, a lag 
has developed between achievement and medium-term 
plans. 

The growth rates of output in the last three years in 
all countries have been significantly slower than those 
achieved during the 1971-1975 plan period. The same is 
true, though to a lesser extent, for labour productivity— 
Romania again providing the exception. 


Rates of growth of output (A) and labour productivity (B) 
(Average annual percentage change) 


1971-1975 1976-1978 
A B A B 


Bulgaria: bevisd, 932 sears sheers. oe 9.1 6.6 6.9 6.1 
Czechoslovakia "плели hash возьми ou « 6.6 5.4 5.4 4.6 
German Democratic Republic. ... . 6.5 5.4 5.6 4.8 
HUN gary eects о sce ons 6.4 6.2 5.5 5.8 
Е о о а К о 10.4 7.7 7.3 6.7 
Rontania® 8 338 Pee tess set 5h sD 12.9 6.2 11.0 7.5 


fe Qo eee HS WO LS York 7.4 5.9 5.1 3.4 


Sources: Аз for table 3.1. 


These changes in the growth of labour productivity 
were not paralleled by developments in the growth of 
capital intensity (fixed assets per worker and employee). 
In fact, in Bulgaria, Czechoslovakia, Hungary, the Ger- 
man Democratic Republic and Poland, capital intensity 
grew faster in 1976 and 1977—the two latest years for 
which data are available—than in the period 1971-1975. 
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The growth of capital intensity remained virtually 
unchanged in Romania, and was slower only in the 
Soviet Union. 


Rates of growth of capital intensity 
(Average annual percentage change) 


i EE Ea. 


1971-1975 1976-1977 


Bulgaria! res 2. ВЕ с: 7:3 8.3 
Czechoslovakia ........ 4.4 5.9 
German Democratic Republic. . 5.4 Syl 
Hungatye-es. 3) one pee. 7.8 8.7 
Poland’ ier seers ео 7.1 10.1 
Вотама 2. Soporte 6.5 6.6 
Soviet Union ......... 6.1 5.4 


Sources: As for table 3.1. 
в Fixed assets figures not adjusted for losses due to the 1977 earthquake. 


There was a deterioration in the trend of capital pro- 
ductivity practically everywhere, reflecting opposing 
movements in labour productivity and capital intensity, 
or—as in the Soviet Union—a steeper deceleration in 
labour productivity than in capital intensity. Again, only 
Romania shows a different pattern in this respect: 


Ratio of annual growth rates of output to annual 
growth rates of stocks of fixed assets 


1971-1975 1976-1977 


Bulgaria. ос Bae es 0.94 0.73 
Czechoslovakia ........ 1.18 0.85 
German Democratic Republic . 1.00 0.83 
Hungary: 3 yc) oo ee 0.79 0.70 
Polandss лес eee 1.05 0.73 
Во ар ви о 0.99 1.118 
Soviet Union J. % 2 ees: 0.86 0.68 


Sources: As for table 3.1. 
в Fixed assets figures not adjusted for losses due to the 1977 earthquake. 


What are the factors behind these unfavourable trends 
in factor productivity? A partial explanation is provided 
by the shifts in the structure of investment which took 
place in the years following the energy crisis: the share 
of resources allocated to capital-intensive energy branches 
has risen markedly. The capital cost of energy and other 
raw-material saving measures, and in the case of the 
Soviet Union, the high capital cost of developing new 
sources of energy and raw materials in geographically 
remote regions, have also contributed. On the output side, 
bottlenecks have developed due to inadequate supplies of 
energy and raw materials including, in many cases, those 
of agricultural origin, causing interruptions in production 
flows and under-utilization of the labour force as well as 
of the plant capacity. Structural adjustments have in some 
cases involved an all-out effort to improve the export con- 
tribution of the manufacturing sectors and to reduce 
import requirements. The easing of the strains on the 
foreign balance has in some cases only been achieved at 
the cost of disruption of domestic supplies. But these 
points, although undoubtedly important, do not cover 
the whole range of what represents a very complex set 
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of factors, a detailed study of which is beyond the possi- 
bilities of this section. 


The outlook for the current year with regard to indus- 
trial expansion is not uniform for the various countries 
under review. With prospects of more abundant agricul- 
tural supplies, Bulgaria, Romania and the Soviet Union 
plan to accelerate their rate of industrial growth. All the 
other countries envisage a deceleration; in Czechoslovakia 
and Hungary this will be the second and in Poland the 
third in succession. If plans are fulfilled, the average 
growth rate of industrial production in the region would 
be higher than in 1978, amounting to some 5.9 per cent. 


Gaps in statistical information inhibit the detailed 
assessment of developments in the energy sector which 
it certainly deserves. As will become evident from the 
country analyses which follow, the year 1978 has been 
characterized by a particularly tight energy supply situa- 
tion. In the Soviet Union, the growth of production of 
primary energy materials decelerated in 1978, marking 
a less buoyant trend which may well continue into the 
immediate future. Judging by developments in 1977, 
the growth of energy consumption was also very low 
by historical standards. But the sudden nature of this 
change makes it hard to assess the extent to which it 
reflects a genuine decline in requirements rather than 
shortages and unsatisfied demand. In the east European 
countries, there was little change in the traditional pat- 
tern of expansion of output of indigenous energy mate- 
rials. But there was an evident tendency for the growth 
of oil and natural gas imports to flatten out, which led 
to a further deceleration in the growth of over-all energy 
availabilities. 


In the current year, some improvement can be expected 
in the supply of natural gas to the east European coun- 
tries. This will be made possible by the completion of the 
Orenburg pipeline. An improvement can also be expected 
in the supply of electricity owing to the construction of 
new power lines, in particular of a powerful line linking 
the USSR power grid with the unified grid of the east 
European countries. In some countries, significant con- 
tributions to energy supplies are expected to become 
available from the accelerated nuclear energy programme. 


The Soviet Union 


In the Soviet Union the annual target for the growth 
of industrial production in 1978 was exceeded; growth 
amounted to 4.8 per cent against a planned 4.5 per cent. 
Some details on planned and actual growth—with a 
breakdown by producer and consumer goods—are given 
in the following table. 

A notable feature of the performance of Soviet indus- 
try in recent years has been its closer dependence on the 
performance of agriculture than was previously the сазе.3° 
The effect of the harvest on the growth of industry can 
best be traced on the basis of quarterly figures shown 
below. It can be seen that, following the poor harvest 
of 1975, a slowdown in the industrial growth rate began 
in the last quarter of that year which lasted almost unin- 


30 The association was previously restricted to the food indus- 
try. Other sectors were much less affected, and although the food 
industry carried a relatively higher weight than it does at present, 
the association between the pace of industrial expansion and the 
state of agricultural supplies was rather weak. 


Soviet Union: growth of gross industrial production 
(Annual percentage change) 


A = Annual target, five-year plan 
B = Target from the annual plan 
C = Actual performance 
1976 1977 1978 1979 1980 
Industry total 
о Sele ered: 4 96,3 1 160146.9 8.2 
Ва ма не 2k 4. Зы 5. Oude 4.5.5.1 
Ch as va Aaah oats 4.82.59: 6 4.8 
Producer goods 
AMS ORS SOAS EME TARE St At О 4ies e751 8.0 
Be 228s ait ЗО 4.9 5.9 4.7 5.8 
Cad seas. Boe eta ae sper ты 
Consumer goods 
А itera: ee Dil Si, 5.1 6.1 8.6 
ВН ae Meee lal Mee (ACO ee Ss) me 
ИО них. 3.0%) 522-97 4.0 


Sources: Law on the State five-year plan for the development of the nationai 
economy of the USSR in the period 1976-1980; annual plans and plan-fulfilment 
reports. 


terruptedly until the last quarter of 1976. Conversely, the 
good 1976 harvest was followed by an immediate upswing 
in the growth rate of industrial production which lasted 
until the third quarter of 1977. This was followed by a 
contraction in the growth rate, following the inadequate 
1977 harvest, which was only reversed in the last quarter 
of 1978 following a record crop. 


Soviet industrial production by quarters 


(Percentage change over the corresponding 
quarter of the previous year) 


01 02 03 04 


По а в И О 
1976. ... 4.8 5.1945 4.5 
WOW es 6 a SAS wats CAD Sy! 
1978 %5 =. 9.5 5:094:0" 4.8 


Source: Plan-fulfilment reports. 


The 1978 increase brought the rise in output during 
the first three years of the current plan to an average of 
5.1 per cent, against an initially planned average of 5.5 
per cent. The 1979 plan calls for growth of 5.7 per cent. 
Growth in 1979 was originally set at a rate of 6.9 per cent, 
and for 1980 as high as 8.2 per cent. 


Even less favourable is the position with regard to the 
labour productivity target. Here, the gains during the last 
three years not only fell short of the five-year plan but 
also fell below the rather moderate annual targets. Taken 
together, the growth of industrial labour productivity 
amounted to an average of 3.4 per cent and the plan for 
the current year calls for an increase of 4.7 per cent. The 
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five-year plan had called for an average increase of 5.5 
per cent, a rate only slightly lower than the 5.9 per cent 
attained in the period 1971-1975. 


The curtailment in the rate of expansion of labour 
productivity coincided with a further deterioration in 
capital productivity. While capital intensity expanded 
somewhat less quickly in 1976 and 1977 than in the pre- 
ceding quinquennium, the slowdown was not so рго- 
nounced as in the case of labour productivity. In effect, 
there was a deterioration in the growth relationship 
between output and capital which took the form of a 
decline in output per unit of industrial capital stock 
amounting to some 2.2 per cent per year. 

While it is difficult to identify any single reason for the 
slowdown in the expansion of output and factor produc- 
tivity, mounting difficulties in assuring an adequate sup- 
ply of energy and industrial raw materials undoubtedly 
played an important role. The downward trend in the 
growth of raw materials supplies is reflected in the index 
of mining output as shown below; growth averaged 
2.8 per cent in the years 1976 and 1977, compared with 
4.7 per cent in the period 1971-1975 and 5.2 per cent in 
the preceding quinquennium. 


Soviet Union: growth of mining and manufacturing output 
(Average annual percentage change) 


Mining Manufacturing Ratio 
(2) TE) 


(1) 
1966-1970. . . . 5.2 8.7 0.60 
1971-1975. . . . 4.7 1) 0.61 
1976-1977.... 2.8 5.4 0.52 


a 


Source: Narodnoe Khozyaistvo SSR, 1977 and I. Pashko, V. Pavlov and A. 
Spektor, “Lowering the material intensity of production”, in Planovoe Kho- 
zyaistvo, No. 8, August 1978. 


As the above figures show, the sharp deceleration in the 
growth of output of mining production did not bring about 
a similarly large decline in the growth of manufacturing 
output. This was perhaps partly due to changes in inven- 
tories, or shifts in the export position or both, but it 
very likely also resulted from greater economy in the use 
of materials. Whatever the beneficial effect of this decline 
in “material intensity”, it appears nonetheless to have 
been offset by sharply rising investment costs in the devel- 
opment of mining and manufacturing operations east of 
the Urals. In these regions not only are direct investment 
requirements per unit of output high * but in addition 
the absence of an industrial infrastructure makes it neces- 
sary to pour tremendous economic resources into the 
development of transportation, housing construction and 
related facilities. 

The structural pattern of growth of Soviet industry 
in the last three years has been less favourable to the 
consumer than in the preceding quinquennium. The output 
of producer goods rose, on average during 1976-1978, at 
a rate of 5.6 per cent annually, whereas the growth rate 
of consumer-goods output was 4.1 per cent. The implied 
growth relationship is 1.37; the planned coefficient of 
1.16 was similar to that which characterized develop- 
ments in 1971-1975. Some redressing of the situation can 
be expected in the current year, when output of producer 
goods is scheduled to rise by 5.8 per cent and that of 
consumer goods by 5.4 per cent. However, the shift will 
not be sufficient to bring the relationship into line with 
the five-year target. 


31 According to estimates appearing in Soviet economic litera- 
ture, direct investment requirements per rouble of additional 
output in the mining and extractive industries amount currently 
to 3 roubles. There is no exact way of comparing this figure with 
data for earlier years. A rough guess would point to an increase 
of at least 50 per cent during a span of some 10 years. 


Value and structure of consumer-goods output in the Soviet Union 


Total in billions of roubles*. ........ 


Percentage share of total: 


Light industry 293. eR ee - 


of which: 


Техн et.” bs OD ae ee ee 


Clothing 


Food industry. И ee ee 


of which: 
Meat and meat products 
Bread and flour 


Otherrbranches} 406 Зое: Gees sun $2 


of which: 


Electricity,andsfuel i. a sent 
Engineering о Cee 


Chemicals and pharmaceuticals 


Footweares ое ee 


Sugar and pastry о: 


С А 


Wood and wood processing ....... 


Of the total of Group B — “cultural and amenity 


о Oey NYP eee. Oe ch ew iG 


1970 1975 1976 1977 
2003 140 144 152 
wee a asia 27.0 28.0 27.8 
na Te 228) 3.1 3.2 3.1 
а 14 12.9 13.3 13.2 
Ата 3.1 2.6 Aa) РТ 
эго 3.3 3.6 3.8 3.9 
„ ма 48.6 46.8 44.0 43.9 
и. 10.2 11.0 10.0 10.5 
о: led 6.5 5.4 6.2 
aR 6.2 5.9 5.8 5.7 
сори PHS 26.2 28.0 28.3 
oe 3.2 3.3 3.3 3.3 
ВЕ 8.3 10.4 10.5 10.8 
А 29 3.0 2.9 oe | 
Fa 3.2 3.5 $55; 9.5 
В 1979 13.6 14.3 14.6 


Sources: Narodnoe Khozyaistvo SSR, 1977 and A. Smirnov, “Rates of growth and structure of Group В industry” 


in Planovoe Khozyaistvo, No. 5, 1978. 
в In wholesale prices of 1 January 1975. 
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TABLE 3.3 
Soviet Union: catput of some major industrial products 
(Physical units) 


1975 1976 


Plan 
1979 


Plan 


1977 1978 1978 


Е 


Electricity (billions of kWh). . 1038.6 1111.4 

of which: 

Thermal 45° e426 ста 892.4 a0 

HydtOme tee ses ь 126.0 135.7 

Atomic 39h т 20.2 “ 
Coal (millions of tons) . . . . 701.3 711.5 
Crude oil (millions of tons) . . 490.8 519.7 
Natural gas 

(billions of cu metres) 289.3 321.0 
Steel (millions of tons)... . 141.3 144.8 
Finished steel (millions of tons) 98.7 101.4 
Steel pipes (millions of tons) 15.97 16.81 
Mineral fertilizers (millions of 

tons):-. т. ЕСГ. 90.2 92.2 
Plastics and resins (thousands 

of tons)’ а: о. 2 842 3 058 
Synthetic and artificial fibres 

(thousands of tons) Е 955 1020 
Cement (millions of tons). . . 122.1 124.2 
Pulp (thousands of tons) . . . 6815 7 204 
Paper and cardboard (thou- 

sands of tons). ...... 8 583 8 916 
Fabrics (billions of sq. metres) 9.96 10.28 
Meat @ (thousands of tons) 9 862 8 368 
Sugar (millions of tons) 10.38 9.25 


1 150.1 1202 1265 1 380 
968 1 103 
147.0 197 
35 Hc ee me 80 
722.1 746 724 752 805 
545.8 575 572 593 640 
346.0 370 372 404 435 
146.7 ОЕ 151 ye 168.5 
102.1 105 108.7 117.5 

17.02 17.5 18.2 19.8 
96.7 98.5 111 143 

3 301.9 3 480 3 800 539 

1088 1 140 1200 1460 
127.1 127 130 144.5 

7 448 7 600 9 130 

9 064 9 200 10200 9870-10 300 

10.41 10.6 0 12.75 

9 118 9 500 Se 

12.04 12.2 


Sources : Аз for table 3.1. 
в Industrially processed. 


The structural imbalance described was due almost 
entirely to unsatisfactory expansion of the food processing 
industry. As can be seen from table 3.2, output of this 
industry actually declined in 1976, and the recovery which 
took place in the following year was rather moderate. In 
1978 there was again a fall-off in the growth rate, bringing 
down the three-year average to no more than 2 per cent. 
The growth of light industry, although also less than 
planned, was more adequate—a steady rate of 4 per cent— 
whereas the output of “cultural and amenity goods”, the 
third major component in this category, expanded at 
7.6 per cent. 


The effect of this growth pattern on the structure of 
consumer goods production (and, in a country as large as 
the Soviet Union, where foreign trade has only a slightly 
modifying influence, also on consumer goods supplies) is 
partly shown in the text table on page 116. It can be seen 
that the decline in the share of foodstuffs has, since 1975, 
been larger than would be warranted by the long-term 
trend. This was mostly due to a reversal in the trend for 
meat and meat products, the share of which declined 
following an increase in the 1971-1975 period. On the 
other hand, a certain acceleration in the upward move- 


32 Output of “cultural and amenity goods” rose in 1976 by 
7.2 per cent, in 1977 by 7.6 per cent, and in 1978 by 8.4 per cent. 


ment of the share of “cultural and amenity goods”, 
consisting mostly of consumer durables, can be discerned. 


Among the industries which turn out predominantly 
producer goods, the structural pattern was characterized 
by slow growth of the energy and metal-producing 
branches. The growth of the construction materials 
industry was also relatively slow and—if past elasticities 
are taken as a basis of comparison—the chemical industry 
too. It was the engineering industry which mainly pro- 
vided the impetus for industrial expansion. 


The fuel industry has expanded production at a rate of 
some 3.5 per cent during the past three years. This was 
evidently less than originally envisaged, judging by pro- 
duction figures for the major types of fuel.** Thus, as can 
be seen from table 3.3, natural gas was the only major 
fuel which has expanded its output in line with the target 
set in the 1976-1980 plan. The output of crude petroleum 
has lagged behind slightly, and in the case of coal output, 
the departure from plan has been significant.*4 The 
combined effect of the unfavourable trends in oil and 
coal output was constant slippage in the growth rate of 


33 No over-all output plan figure for this industry has been 
published. 

34 The cumulative deficit in 1976-1978 caused by lagging coal 
output can be estimated at around 42 million tons of standard 
fuel—the equivalent of some 30 million tons of crude oil. 
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aggregate primary energy production in terms of calorific 
content (table 3.4).35 


_ The picture of changes in primary energy consumption 
is less complete. As can be seen from the same table, 
total Soviet consumption of primary energy materials in 
1976 rose by as much as 6.0 per cent. The reported 14.4 
per cent rise in exports could only have been achieved by 
a significant decline in inventories. In 1977, the growth of 
energy consumption was restricted to 1.8 per cent. This 
permitted a 9.2 per cent rise in exports while maintaining 
unchanged inventories. It is notable that these fluctuations 
in the growth of energy consumption were not related in 
any way to either the growth of total demand, as repre- 
sented by the expansion of the national product (NMP), 
or to the growth of industrial production, as the following 
figures show: 


Relationships between energy consumption, 
NMP and industrial growth 


1971-1975 1976 1977 

Annual percentage change 

1. Energy consumption. ...... 4.8 6.0 1.8 

EN MP mee see cl. О 5.7 5.9 4.5 

3. Industrial production. ...... 7.4 4.8 Sali 
Ratios 

12 Sn с, Vein! SOT OF 0.84 1.02 0.40 

ФЗ 0.65 1.25 0.32 


Seale! eit Sine К АС орк: ie 


Source: As for table 3.1. 


The scant data available for 1978 do not permit accurate 
assessment of developments in that year. The growth of 
coal output having decelerated from 1.5 to 0.3 per cent, 
and the growth of output of crude oil and of natural gas 
having remained almost unchanged, the growth of total 
primary energy production can be estimated to have 
declined from 4.7 to some 4.3 per cent. At this rate of 
change, the increase in consumption could hardly have 
been more than 3.5 per cent, even assuming that exports 
rose less than in the preceding year. 


Whatever the margin of error in the figures just derived, 
they clearly illustrate the fact that the level of Soviet 
primary energy production in 1978 was insufficient to 
support past rates of expansion of consumption and 
exports. It is by no means clear that this situation will 
improve in 1979 because of the deceleration envisaged in 
the expansion of output of crude oil from 4.9 to 3.6 per 
cent; in order even to maintain the rate of expansion of 
energy supplies, full attainment of the coal target—which 
at 3.2 per cent is high in the light of performance in the 
past three years—will be needed. 


35 It may be noted that in both 1976 and 1977 the growth of 
energy production in terms of calorific content exceeded the growth 
of the fuel industry measured in terms of gross output at constant 
prices. In addition to the mining and extraction of fuels, output 
of the fuel industry includes primary processing and also oil 
refining. But more important sources of disparity are, apparently, 
differences in the weights of the various types of fuels. 


Uncertainty with regard to recent trends in energy 
consumption, coupled with the deceleration in the growth 
of energy supplies, makes it extremely difficult to assess the 
extent of the reversal in the growth of domestic energy 
requirements. On average, the annual growth of energy 
consumption could hardly have surpassed 4.0 per cent 
in the last three years, a figure which compares with an 
average annual rate of 4.8 per cent during 1971-1975. 
The growth of national product having decelerated from 
an annual rate of 5.7 to some 5.2 per cent, the decline 
indicated in the coefficient of “energy intensity” is at 
least 10 per cent. It is clear that further changes in this 
direction will be necessary if the slowdown in the expan- 
sion of energy supplies is not to act as a brake on over-all 
economic expansion. 


Trends in electricity output—rises of 7.6, 3.4 and some 
5 per cent were recorded in 1976, 1977 and 1978, respec- 
tively—have followed rather closely that of total fuel 
consumption. However, the trend in capacity additions 
was definitely downwards—trises of 4.9 per cent, 4.1 per 
cent and 3.4 per cent in the same three уеагс.38 


As has already been mentioned in earlier Surveys, an 
important aspect of present Soviet energy policy is 
nuclear power development. In 1977, production of 
electricity from atomic power stations reached 35 billion 
kWh, some 75 per cent over the level of 1975. The 
expansion of capacity during this period was from around 
5,000 to 7,000 MW. In 1978 a capacity of 3,000 MW was 
planned to be put into operation.*” However, according 
to press reports, the country’s nuclear power capacity 
towards the end of the year was 8,000 MW, implying 
some delays. The plan for 1979 calls for a 21 per cent 
increase in the output of electricity from nuclear power 
stations. *® 


Output of ferrous and non-ferrous metallurgy, after 
having risen by 4 per cent in 1976, expanded by 2 per cent 
in both 1977 and 1978. Delays in the commissioning of 
new capacity were pointed out, particularly in ferrous 
metallurgy, where production of cold rolled sheet, 
tinplate and large diameter pipes was particularly low 
in relation to requirements. 


Engineering production expanded steadily at annual 
rates of over 9 per cent during the last three years. Trends 
in the growth of various sub-branches and types of 
products are indicated in the table below. The decelera- 
tion in the growth of output of machinery and equipment 
for the power industry, construction and road-building, 
civil engineering and equipment for the food-processing 
industry, are particularly worthy of note. 


36 In 1978, the increment in capacity amounted to 8,300 MW, 
which brought the total installed capacity at the end of the year 
to 246,100 MW. 

37 Three 1,000 MW reactors were to be put into operation, one 
at the Kursk, one at the Chernobylsk and one at the Novovoronezh 
atomic power stations. At the Kursk and Chernobylsk stations, 
this represented additions to similar sets already in operation. 


38 According to the present five-year plan, the generating capa- 
city of atomic power plants is to grow by 13,800 MW. There are 
at present 13 power plants under construction, in most of which 
reactor units with a capacity of 1,000 MW are to be installed. 
Major projects due for completion in 1979 are the powerful fast- 
neutron reactor at the Beloyarsk atomic power station, and the 
1,000 MW set at the Novovoronezh atomic power station. 
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Soviet Union: output of the engineering 
and metal-working industry 


(Annual percentage change) 


1976 1977 1978 
О ene re НЕЕ 
Output by ministry 

Heavy industrial and transport machinery. . 6 5 6 
Machinery and equipment for the power 

оао св. 9 6 5 
Equipment for construction, road-building 

and civil engineering ......... й 5 3 
Machine building for the chemical and petro- 

leu indus{ries о с басо бо вы 8 8 6 
Machine-tool and tool industry. ..... 10 10 9 
Motor-vehicle industry ......... 8 8 9 
Tractors and farm machine building. . . . 7 6 6 
Machine building for light industry, the food 

industry and household appliances. . . . 8 7] 6 
Electrical equipment industry. ...... 8 7 5) 
Instrument-making, automation systems and 

CONtLOMSYSteMS ee te о 12 11 10 
Machinery for livestock breeding and fodder 

productiony webs <2; 1 Ч о ee 11 10 9 

Output of selected categories of products 

Equipment for the chemical industry ... 8.1 7.1 6.2 
Equipment for light industry ....... 49 7.6 7.0 
Equipment for food processing ..... . 6.9 69 2.4 
AutomationisystemS 4s.) 25-) os. oe 11.4 11.6 8.0 
Computers and computer parts. ..... 18.1 23.9 19.0 
Metal-cutting machines ......... 7.4 10.6 8.4 


Forging and pressing machines ...... 1422959 7.2 293 
Agricultural machinery. ......... 6.4 5.0 7.6 


Sources: National statistics and plan-fulfilment reports. 


An important development relating to this industry was 
a Decree promulgated in August 1978 °° providing for 
special measures for raising technological standards and 
improving the structure of output. The Decree provides, in 
particular, for an upward revision of 1980 targets relating 
to the number of new machinery and equipment types. 
It calls, among other things, for the introduction of 
improved standards of maintenance and repair, and for 
the accelerated replacement of worn out and obsolete 
equipment. It also calls for the elaboration of a programme 
to raise drastically the level of mechanization, and for 
a corresponding reduction in the number of manual 
workers. Measures are to be taken to reduce the weight 
of machinery and waste of metals in the manufacturing 
process. Plan capacity is to be better utilized by increasing, 
where necessary, the number of shifts. 


In the chemical industry there was a notably modest— 
between 1.4 and 4.8 per cent annually—growth of chemical 
fertilizer output in the last three years. Output of plastics 
and resins, and of synthetic and artificial fibres, was 
faster—growth rates ranging between 5 and 8 per cent. A 
noteworthy event was the launching of the construction 
of a large petro-chemical combine near Tomsk, Siberia 
—which forms part of a programme aiming to shift the 
geographical location of the processing industries nearer 
to raw material sources. *° 


39 Decree of the Central Committee of the CPSU and the 
Council of Ministers of the USSR “On the further development 
of machine-building in the period 1976-1980”, Pravda, 5 August 
1978. 


40 The facilities are to be built to a large extent by using imported 
technology. The first unit, scheduled to be put into operation in 
1980, is to turn out polypropylene material. 


TABLE 3.4 
Soviet Union: sources and uses of primary energy 


ee ЖЖ ЖЖ ЖЖ ЖЖ ЖЖЖЖпЖроппЖпЖпЖпппЖпяппЖппЖпияппяппиЖпппппяЖЖиппппЖяпЖЖяЖппппппппЖяЖЖпЖпЖппЖппппппЖппппЖпЖппяяЖппппЖппппиипЖипЖяЖппяи пп 


In millions of tons 
standard coal equivalent 


Annual percentage change 


Plan Plan 
1970 1975 1976 1977 1971-1975 — 1976 1977 1978 — 1976-1978 — 1979 1976-1980 
Sources and uses total. . . . 1287.7 1666.1 1743.9 1821.6 52 4.7 4.5 
Sources 
Production=s5 ро беос 1237.1 1586.8 1666.0 1744.6 51 5.0 4.7_ 4.3-4.5% 4.16 4.55 5.4 
Соа ое Se 432.7 471.8 479.0 486.0 17 1.5 1.5 1.0 1.3 Bee 2.8 
Crude орон 502.5 701.9 743.1 780.5 6.9 5.9 5.0 4.9 52 3.6 5.4 
Natural gas ...... 233.5 342.9 380.3 410.0 8.0 10.9 7.8 8.1 8.9 8.0 8.5 
Hydro-electricity .... 15.3 15.5 16.7 18.1 0.3 7.8 8.4 oe #6 me 9.3 
Other Wiett ty loo 53.1 54.7 46.9 50.0 0.6 —14.3 6.6 ne es oe 4.4 
о ба бро о 14.1 36.5 34.3 33.8 21.0 —6.0 —1.4 4 
Statistical discrepancy ® 36.5 42.8 43.6 43.2 3.3 1.9 0.9 
Uses 
Domestic consumption . . 1117.9 1412.2 1496.8 1523.4 4.8 6.0 1.8 
of which: 
Generation of electricity 
and Веда, es 48 458.2 613.5 642.8 652.6 6.0 4.8 1.5 
Technological processes . 659.7 798.7 854.0 870.8 3.9 6.9 2.0 
Exports вова ле. 167.0 238.9 273.5 298.7 7.4 14.4 9.2 
Changes ш stocks. .... 2.8 15.0 —26.4 —0.5 9.9 —13.7 —0.3 


Sources: Narodnoe Khozyaistvo 1977, рр. 43 and 148, plans and plan-fulfilment reports. 


Note: The data exclude production and consumption of atomic energy. They differ somewhat from th ing i i i 
coverage and the use of different coefficients to convert various sources of Ея into coal equivalent. и а 


2 This item appears under “other sources” in the official statistics. 


> Estimated. 
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In the wood and paper industry, an extensive pro- 
gramme of technical re-equipment is being carried out and 
there was a notable acceleration in the completion of 
new production capacities. As in other raw-material 
oriented industrial branches, an eastward shift in the 
geographical location of the industry is taking place 
toward eastern regions, which are rich in timber, energy 
and water resources. Important in this connexion is the 
large Ust Ilym project, which is being built with the partici- 
pation of other CMEA countries. The first stage of this 
complex is a pulp plant with an annual capacity of 
500,000 tons, scheduled to be commissioned in 1979. 

Among the quantitative indices currently used as a 
yardstick of technological progress and of improvement 
in efficiency, a 2.5 per cent reduction in 1978 in, the 
volume of blast furnace capacity per ton of steel output 
was reported. The comparable figure for 1977 was only 
0.4 per cent. A number of other indices—a 1 per cent 
reduction in the specific fuel consumption at central 
thermal power stations, the introduction of 3,500 new 
lines of manufacturing production; the withdrawal of 
1,800 types of obsolete items; and a one-third increase 
in the volume of production of articles carrying the 
highest quality mark—were more in line with progress 
made in recent years. An index which has recently been 
made available refers to the speed of drilling in oil and 
gasfields, which is reported to have increased by 8 per 
cent in 1978. 

In the Byelorussian SSR industrial production rose by 
7.6 per cent in 1978 as against 8.6 per cent in 1977—enough 
to ensure growth in line with the five-year target. Output 
of the engineering industry rose by 13 per cent, which 
included the output of the Ministry for Instrument- 
making, Automation and Control Systems, and of the 
Ministry for Machinery for Livestock Breeding and 
Fodder Production—in both of which output rose by 
18 per cent. Output of the chemical industry rose by 
9 per cent, and that of the fuel industry by 6 per cent. The 
growth of industrial labour productivity amounted to 
5 per cent. The plan for 1979 foresees a 6.2 per cent rise 
in production, with the labour productivity target set at 
the same level as attained in 1978. 


In the Ukrainian SSR industrial production expanded 
by 4.4 per cent with labour productivity rising by 2.6 per 
cent. The engineering industry expanded production by 
9 per cent and there was a relatively fast growth in light 
industry, where output rose by 6 per cent. However, 
output of the fuel industry and of metallurgy remained 
practically unchanged from the preceding year’s level. 
There was only a relatively moderate growth in the 
chemical industry, output rising by 5 per cent. Output 
of the food industry rose by 2 per cent, following a 
7 per cent expansion in 1977. The plan for the current 
year envisages an acceleration of the growth of output 
to 5.2 per cent, and in the case of labour productivity to 
3.6 per cent. 


Eastern Europe 


In Bulgaria, industrial production rose by 7 per cent 
in 1978. Slower growth was registered in practically all 
branches in 1978, especially in the food and light indus- 
tries and in metallurgy. 

The pattern described clearly illustrates the problems 
hampering Bulgarian industrial expansion during the 


present five-year plan period. The fast rate of industrial 
growth achieved in 1971-1975 was associated with increas- 
ing foreign trade deficits, resulting partly from the falter- 
ing rate of agricultural expansion and partly from the 
increases in raw material prices. Nonetheless, the 1976- 
1980 plan foresaw an expansion that matched previous 
performance, and was the second highest planned in the 
area. Strategy was based upon a resumption of agricul- 
tural growth, dampening of internal demand (including 
investment), improvement of the export posture, more 
efficient use of energy and raw materials and aconsequent 
sharp fall in the rate of import growth. Accelerated growth 
of labour productivity was planned to compensate for 
slower growth in industrial employment, and the planned 
improvement was expected to be achieved without a 
corresponding increase in capital intensity. Metallurgy, 
engineering and chemicals were to be the mainstays of 
the planned expansion. 


In many ways the conditions and premises underlying 
the Bulgarian plan were no different from those of other 
countries. However, Bulgaria was in a relatively better 
position to attain high production targets. First, the base 
was still low. Secondly, great strides had been made 
towards specialization, particularly in some engineering 
lines with good export prospects for which investment 
requirements were not particularly high and profit expec- 
tations good. Thirdly, Bulgaria was in some respects 
less exposed than other countries to world market 
fluctuations. 


In the event, most of these assumptions proved to be 
unrealistic. The engineering industry put up good growth 
and export performance, but agricultural supplies were 
less than expected. This not only wiped out some of the 
gain from increased engineering exports, but also made 
it difficult to maintain internal market equilibrium. An 
increasing scarcity of energy and industrial raw materials 
hindered the development not only of branches supplying 
the consumer market but also of such priority sectors as 
metallurgy and chemicals. Labour and capital productivity 
rose less than planned, partly because production capacity 
was not fully utilized in some sectors. 


A pattern of growth ensued which was characterized 
by an unbalanced expansion of the engineering industry 
relative to other branches. While total industrial output 
was rising at a rate of 6.5 per cent annually, the engineer- 
ing industry grew by 12.3 per cent. This implies a coef- 
ficient of 1.9, as against the 1.6 planned—the highest 
recorded not only in Bulgaria but in any other east 
European country for any length of time. Nevertheless, 
Bulgaria became a net exporter of engineering products, 
a significant landmark in its industrialization process. 


As already mentioned, important problems have been 
encountered in ensuring an adequate supply of energy. 
Bulgaria is more dependent on energy imports than any 
other east European country. Domestic production of 
fuel—practically all lignite—covers only about 35 per 
cent of energy requirements. Although the 1976-1980 
plan foresaw a 10 million ton increase in coal production, 
output has so far actually declined (table 3.6). Complete 
data on imports of crude oil and oil products are unavail- 
able, but the data presented in table 3.7 suggest that such 
imports have risen very moderately during the last three 
years. Higher imports of natural gas, all from the Soviet 
Union, were to play the main role in covering energy 
requirements. As table 3.8 shows, these rose from 1.19 
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billion cu m in 1975 to 2.23 billion cu m in 1976, and 
were expected to increase to 6.3 billion cu m by 1980. 
However, the rise was to take place on completion of the 
Orenburg pipeline (in the construction of which Bulgaria 
has participated), scheduled for early 1979, and significant 
increases can be expected thereafter. 


In the main, the 1978 plan in Czechoslovakia was 
constructed on the same policy lines as those underlying 
the plan for the previous year. Emphasis was placed on 
the development of the domestic energy base, the improve- 
ment of export performance and a further acceleration 
of supplies to the consumer market. With prices of energy 
and raw materials continuing to climb and the conditions 
for exports to western markets worsening, some retrench- 
ment—expressed among other things in a scaling down 
of the industrial growth rate—was called for. The effect on 
supplies was to be counterbalanced, however, by a faster 
growth of final sales—not only in relation to total indus- 
trial production but also in relation to the growth attained 
in 1977. This was to be the result of an acceleration in the 
growth of sales to the consumer market. The growth of 
export sales was to be maintained, and sales for invest- 
ment purposes reduced. 

In the event, the target for industrial production was 
essentially fulfilled with a growth of 5.0 per cent. Although 
this figure marked a deterioration in relation to that of 
the two preceding years, there was an acceleration in the 
growth of sales for final use, though not as pronounced 
as foreseen in the plan. As can be seen from table 3.5, this 
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was due to a faster growth of sales to the consumer 
market; the growth of sales for export was lower than 
in 1977. 

The branch pattern of growth of Czechoslovak industry 
in 1978 appears to have been more in line with the prior- 
ities originally set out. Growth of engineering and chemical 
output slackened, but increased in the fuel industry. A 
noteworthy acceleration, and faster than planned growth, 
was achieved by the textile industry. 


The development of Czechoslovak industry in the last 
three years put into even sharper focus some long-stand- 
ing problems of efficiency and adaptability which have 
been causing growing concern. One of these is the lack of 
correspondence between the detailed structure of pro- 
duction and the pattern of internal and—above all— 
foreign demand. The structure of production regarding 
range, quality and servicing has been inadequate and has 
all too often failed to respond to market requirements. 
While similar problems exist in other east European 
countries, its persistence in Czechoslovakia is remarkable 
in view of the traditionally high standards of skill and 
technical qualifications of its industrial labour force, and 
the regularity with which attention in the country is 
drawn to such shortcomings. Sluggish adaptation to 
patterns of demand has been one factor in the under- 
fulfilment of plans for industrial export deliveries to 
western countries in recent years. 

The lag behind market requirements has been partly 
due to a slow, and less than planned, rate of moderniza- 


TABLE 3.5 
Eastern Europe: industrial deliveries 


(Percentage structure and annual percentage change) 


Final use 
Intermediate Personal 
Country and period Total consumption Total consumption Investment Export 

Czechoslovakia 

Percentage structure in 1975 . . 100.0 63.6 36.4 15:5 5.0 12.2 

еее 4.9 5.0 4.7 1.8 51 8.3 

LOTT erties ААВ ож ЕС Sell 5.0 Suz: SeL Bai 7.5 

Plan ЗОВ а ое РОМ ae 6.6 7.2 3.0 7.5 

TOTS к. бт бам ее. 5.8 Be) 5.4 6.6 

Plan 1976-1980 eens ВИА 4.1-4.4 Зы 8.1-8.3 
Hungary 

Percentage structure in 1975 .. 100.0 51.5 48.5 21.9 3.0 23.6 

19763 45 Kees. о 3.6 3.1 4.5 1.6 1.5 6.8 

TORT SA IOI ти 7.2 4.6 10.0 3.6 20.5 14.5 

Plain 19789368 Mh. ЗОО. i i ie ee 4.0 RG 11.0 

1978 @ (January-November). . . 5.6 5.0 6.0 6.6 24.4 3.9 
Poland 

Percentage structure in 1975 . . 100.0 44.1 55.9 29.8 38) 22.6 

Sy pak rar PO Ahr ads che 12.6 о 13.2 г 

и Ss te. cnet 10.7 выд 

LDU T MEE ree ae ae ne eee 8.6 ТЕТ о 

Бат м ieee 6.8 бо 9.8 ЗЕ 10.6 

Plan то ставь а. tapas 4.9 2.8 6.9 Yat} —9.7 9.6 

Бад 1976-1930 cay. eer: 8.9-8.5 oH 10.3 £1 12.7 


Sources: As for table 3.1. 
а Figures do not соуег the entire twelve months. 
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tion of production. * This has come about in part because 
of an insufficient rate of replacement and modernization 
of production facilities, as illustrated by the figures below: 


Czechoslovakia: Age structure of industrial 
plant and equipment 


(As percentage of the total stock) 


Year 1970 а 19764 
Ее ВЕБЕ wang ERNE TOO eS 

а 32:1 33.6 

о ee 26.5 252 

LES (es ВТ 17.0 

оке о 9.2 11.0 

р О ВА 4.5 6.0 

26-30 ВИ ия 1.6 2.9 

AeA Oven. hs. 9.0 6.3 

Tora 100.0 100.0 


Source: Hospoddfské Noviny Мо. 28, 14 July 1978. 
в End of year. 


Although the growth of the engineering industry has 
tended to slacken in the last three years, the main 
emphasis continues to be placed on this branch in fulfil- 
ling most of the country’s export tasks and in speeding up 
technological advance. However, selective growth is to 
be emphasized to a greater extent than hitherto. The 
published guidelines for 1981-1990 make provision for 
especially fast growth in the output of textile machinery, 
rubber and plastic processing machines, leather and shoe 
machinery and equipment, low-voltage semi-conductor 
equipment, measuring, control and regulating equip- 
ment, medical equipment and instruments, telecommu- 
nication systems, construction and road-building machin- 
ery, hydraulic components and nuclear engineering. 


Czechoslovakia has been one of the countries in the 
area able to increase coal output significantly in recent 
years. However, imports of crude oil and natural gas also 
rose, and total primary energy consumption in 1978 
expanded by about 3.7 per cent. An important develop- 
ment for energy production was the initial trials of the 
first two reactors at the Jaslovske Bohunice atomic 
power station, which began on 17 December 1978. Each 
has a capacity of 440 MW, and their full utilization should 
make a significant contribution to alleviating the present 
tightness of the electricity supply. 


In the German Democratic Republic, industrial com- 
modity production rose by about 15 billion marks in 
1978, implying growth of around 5.8 per cent.*? The 
outcome was somewhat higher than planned (5.7 per cent) 
and represented an acceleration over 1977 (5.4 per cent). 
While no figure on the change in labour productivity was 
reported for industry as a whole,‘ it may have amounted 


41 The situation in this respect appears to have deteriorated to 
judge by figures for 1976 when, out of a total of 401 lines planned, 
only 325 were actually put into operation. 

42 The plan-fulfilment report gave a figure of 5.4 per cent, and 
for industry under ministerial management—5.8 per cent. These 
figures are adjusted for changes in the number of working days 
during the year. 

чз | abour productivity within industry under ministerial man- 
agement was reported to have risen by 5 per cent. 


to some 5.3 per cent—the highest rate experienced during 
the current five-year plan period. 

A factor in the acceleration of industrial growth was, 
according to official statements, some easing of constraints 
imposed by shortages of raw materials and semi-manu- 
factures, which cleared the way for greater continuity of 
production flows. 

Developments by the branch classification used by 
the German Democratic Republic are shown in the table 
below: 


German Democratic Republic: industrial growth by branches 
(Annual percentage change) 


1976 + :1977.481978.& 


Electricity and fuel 4 
мета отру т Snes В 5.6 4.0 3.6 
General machine-building and _ transport 

equipments Sas. Sere aie, Pee 6.2 5.8 557 
Electro-technical engineering andelectronics 9.4 7.5 8.2 


Ghemicals:;%, ми оо GP ee al keen. 7.0 4.4 5.4 
Gonstructionmmaterialsa a succes wee ene 53 3.9 4.1 
Light industry (excluding textiles). .... 6.0.2-3.9 14.8 
ее sk ee Ree RR eee ee eee 5.8 3.4 -4.1 


Sources: Statistical Yearbook for 1978 and Statistische Praxis, No. 10, 1978. 


а The figures are adjusted for the number of working days and refer to the 
first eight months of the year. 


Faster growth was registered in most branches, espe- 
cially in energy, the light and the food industries. Notable 
also is the continued relatively fast growth of electro- 
technical engineering and electronics, a branch which is 
tightly geared to the drive to improve manufacturing 
techniques and to strengthen competitivity on the inter- 
national market. 


While rapid development of the electrical engineering 
and electronics industry was scheduled under the five- 
year plan (an average annual growth of 7.5 per cent), 
growth has so far exceeded the plan target—and recently 
increasing priority has been accorded to this industry. A 
government directive provides for a far-reaching restruc- 
turing in the output of this branch; emphasis will shift 
from heavy electrical machinery and appliances towards 
micro-electronics. Specialization is envisaged with respect 
to the manufacture of semi-conductors and miniature 
electronic circuits, with special emphasis on electronic 
control and measuring instruments, electronically-con- 
trolled production units, sophisticated consumer elec- 
tronics and electronic optical equipment. 

The factors underlying the acceleration in the growth 
of the energy industry are not clear. Electricity generation 
was 4.3 per cent higher than in 1977 when the increase 
was only 3.1 per cent. However, open-cast mining of coal 
was reported to have been disrupted by weather condi- 
tions and, while no data on output were given, output 
appears to have been lower than in the preceding year. 

Whatever the components of growth in this sector may 
have been in 1978, it remains true that the full satisfac- 
tion of energy requirements also remains a problem in the 
German Democratic Republic. The annual growth of 
energy consumption has not been high compared with 
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other east European countries, apparently no more than 
2 per cent annually in the last three years, compared with 
2.4 per cent annually during 1971-1975. However, output 
of lignite and of natural gas rose only marginally. While 
nuclear energy provided an essential contribution, ** most 
new demand has thus had to be covered by additional 
imports, mostly of petroleum and natural gas. In fact, 
as the figures in table 3.7 show, imports of oil are cur- 
rently increasing by some 1 million tons a year. This 
figure is double the increase registered during 1974-1975, 
although it is still lower than before the energy crisis. 


Demographic developments, as well as factors con- 
nected with differences in the level of industrialization, 
raised the problem of efficient utilization of labour to 
prominence in the German Democratic Republic much 
earlier than in other east European countries. Never- 
theless, the record with regard to rationalization and 
labour-saving technology has not been satisfactory. 
Given present labour scarcities, the rate of withdrawal 
of obsolete plant and equipment has been altogether too 
low.4® This has not only lowered the general level of 
labour productivity but immobilized an excessive number 
of workers in repair and maintenance duties, signi- 
ficantly adding to the strain on labour supply. 


A factor which tended to slow down modernization 
and rationalization at the local level has been insufficient 
managerial flexibility. Proposals submitted were fre- 
quently postponed due to delays in approval and in the 
conclusion of agreements with sub-contractors. More 
funds have been made available in recent years for re- 
equipment and rationalization, however, and certain 
institutional obstacles removed. Enterprises may now 
accelerate the introduction of rationalization measures 
by developing and producing the necessary tools and 
equipment themselves. In the industrial combines (see 
below) special departments have been created to develop 
and adapt new processes, and to manufacture themselves 
the necessary technology. 


In order to encourage the adaptation of the organiza- 
tional structure of industry, the formation of “Kom- 
binats” is being speeded up, and their role strengthened. 
The “Kombinats” are large organizations under single 
management which are directly responsible to their 
industrial ministry. While the rights and functions of 
these organizational units are still under discussion, they 
will apparently be vested with a high degree of flexibility 
with regard to the programming of output and the choice 
of technology. Their streamlined structure and size are 
intended to enable them to integrate science, technology 
production and distribution, and hence to formulate 
more efficient investment and modernization policies. An 
important prerogative of the new units is the right to 
assume charge of the purchase of supplies, the sale of 
products on the domestic market, and also apparently 
to some extent at least—on foreign markets. 

Industrial production in Hungary in 1978 was deter- 
mined by three principal factors: a fall-off in the growth 
of agricultural production, unsatisfactory growth of 


ot In 1978, a third nuclear power bloc of 440 MW was put into 
operation at the “Bruno Leuschner” power station, augmenting 
still further the country’s nuclear power generating capacity. 


45 At present only 0.8 to 1.3 per cent of the total industrial 
assets are withdrawn from use annually in the German Democratic 
Republic. This compares with 2.3 per cent in the Federal Republic 
of Germany. 


exports, and buoyant internal demand—notably for 
investment goods. The combined effect was a 5.2 per cent 
rise in production—close to the lower limit of the annual 
plan target, though the rate of advance was slower than 
in the preceding year. 

While total industrial sales increased at about the 
same rate as production, the growth of final sales was 
only slightly higher—around 6.0 per cent. The situation 
in this respect was different from most preceding years— 
particularly 1977, when final sales rose by as much as 
10 per cent against a 7.2 per cent increase in total sales. 
The growth of intermediate production destined for use 
within the industrial sector was correspondingly lower. 
The significant slowdown in final sales in 1978 resulted 
from a sharp decline in the rate of growth of export 
deliveries. The increase in sales for investment purposes 
remained at the previous year’s high level, and there 
was a considerable acceleration in the rate of growth of 
deliveries to consumers (table 3.5). 


The branches which contributed most to the expansion 
were chemicals, engineering and construction materials. 
An acceleration in consumer demand and significantly 
above-plan investment activity provided the basis for a 
6.4 per cent rise-in engineering output,** and for a 7.6 
per cent growth in the output of construction materials. 
In 1977 growth performance was 6.9 and 5.8 per cent 
respectively. The chemical industry accelerated its rate of 
expansion from 6.9 to 10.7 per cent—closely in line with 
the long-term trend. 


Although growth over the past two years was satis- 
factory, the country’s foreign trade position deteriorated 
and labour market strains intensified. Scaled-down indus- 
trial growth (to 4 per cent) under the 1979 plan, accom- 
panied by more vigorous emphasis on efficiency and the 
improvement of export performance, should be viewed 
against this background. Steps are also being taken to 
promote labour mobility in order to reinforce sectors 
crucial to a further advance. 


Flexible adaptation to changing conditions is parti- 
cularly important for Hungary, which depends on foreign 
trade more than any other country in the area. Official 
statements appear to acknowledge that a more effective 
use of resources, and an increase in international competi- 
tiveness, can only be brought about by further adjust- 
ments of the economic mechanism which will enable it 
to respond more sensitively to economic impulses. In 
particular it appears to be felt that the guiding role of the 
price mechanism in decision making cannot be fully 
manifested under present arrangements. In addition to 
the gradual phasing out of price subsidies,*’ therefore, 
more unified yardsticks will have to be introduced for 
pricing imports and exports, and official policy is now 
directed towards the creation of a closer link between 
world market and domestic prices. Improved methods of 
calculating profit and cost will be needed to eliminate 
exports which make little contribution to the foreign 
balance because of their high import content. 


46 While total deliveries of engineering products increased by 
6.5 per cent, deliveries for investment rose 18.1 per cent, for the 
consumer market by 11.2 per cent and for exports (first 11 months) 
by 8.3 per cent. 


47 т 1978 the producer price level in industry went up by 
3.7 per cent on average. Rises in prices of between 15 and 20 per 
cent were decreed for electricity, and for some steel and non- 
ferrous metal products. 
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TABLE 3.6 
Eastern Europe: production of coal 
(Million tons) 


ee eee eee 


1970 1975 1976 1977 1978 iene ies 
a ee a ee ee a Cr pe 
Bulgaria 

Total Be Rie BNA SR 29.25 27.85 25.48 Dy 7] 25.6 29.6 Chil] 
Ната еле kes. ва 0.40 0.33 0.30 0.29 
а nid 28.85 PES? 25.18 24.89 
Czechoslovakia 
Total Re. ise cues „РБ ках 10949 114.39 Liars 121.20 123.0 At 124.6 
ards ies co gait aks 28.20 28.12 28.27 27.96 Е Ne 28.2 
И alk: nee 81.30 86.27 89.47 93.24 ey. 96.5 96.4 
German Democratic Republic 
О Meet en №261 63 247.25 247.35 254.05 р 256.0 250-254 
argue) es aa tak 1.05 0.54 0.45 0.35 ss bie i 
ignitew ere see e260 58 246.71 246.90 PESTA ne 256.0 
Hungary 
TO een ee ee i a TSS 24.89 2525 25.45 255 DP) 23.5-24.5 
Hardy ae te ма 4.15 3.02 2.93 2.93 3.0 5% eA 
ВНЕ ами = 29.68 21.87 2232 2253 D255 
Poland 
Otic. ee 172287 211.49 218.61 226.87 233.1 oe 290.0 
Hard a. = 997140: 10 171.63 179.30 186.11 192.6 ate 210.0 
Шрек => 3277 39.87 39.31 40.76 40.5 aS 80.0 
Romania 
otal Sts see) Sy heer sere de: 20.53 27.09 25.84 26.77 29.26 45.23 с. 54.0 
Harder gpty 2 Sas Ее 2 6.40 Wee И. ne 8 Ls 8.0 
ignites. et Sanaa 14.13 19.77 18.73 a ae С 46.0 


Sources: CMEA Yearbook 1976, 1977 and 1978; national monthly statistical bulletins; national plans and plan-fulfilment reports. 


TABLE 3.7 
Eastern Europe: imports of crude oil and oil products 
(In million tons) 


Plan 
1970 1973 1974 1975 1976 1977 1978 1980 
Bulgaria 3 J 
otal tur. ete eee 8.57 9.65% 10.63% 10.50% 10.842 11.764 ie 16.0 
From the Soviet Union 7.05 9.32 10.86 155 11.87 ae fe 14.5 
Czechoslovakia 
а cde ee 10.89 15.47 16.00 16.90 18.20 19.54 se 
From the Soviet Union 10.47 14.34 14.84 15.97 hes} ts 20.0 
German Democratic Republic 
о camer a fered. sacks 10.44 16.14 16.54 17.14 18.16 19.23 rs 22.5 
From the Soviet Union 9.34 12.99 14.42 14.95 ии ae 18.0 
Hungary 
Lota ® <sonsentel Aachen 5.32. esi, 7.86 9.47 9.74 10.07 Rs 
From the Soviet Union 4.76 6.29 6.73 7.55 8.44 9.11 9.20 с 
Poland 
tall vase cue: eke 9.43 14.21 13.59 16.44 18.31 19.73 18.86 
From the Soviet Union 8.64 12.34 11.86 13.20 14.07 2% 14.7 с 
Romania 


нь 2.29 4.14 4.54 5.09 8.48 8.84 м 9.5 
From the Soviet Union — — — — — —= ae 


Eastern Europe 
Total: Seg era oie 46.94 618.286, [60° 75:54 98183.79 189.177 в с. 100 


From the Soviet Union 40.26 55.28 58.71 63.29 68.38 


a 6 6855555555555 


Sources: As for table 3.1. 
а Excluding oil products. > Excluding Bulgarian imports of oil products. с Plan. 


126 


Selective growth policies for the engineering industry 
are of particular importance since they provide around 
40 per cent of the country’s exports: of the total, around 
80 per cent are sold to the centrally planned economies, 
13 per cent to the industrially developing countries and 
the remainder to the developed market economies. The 
restructuring of production patterns is already well under 
way. A significant number of unprofitable items have been 
eliminated and attention is being concentrated on cer- 
tain product groups under “central development pro- 
grammes”, including communication equipment, vacuum 
engineering, chemical and food processing machinery, 
buses, precision engineering and medical and other 
instruments. 48 In addition, emphasis is being placed on 
contracting ventures specializing in the production of 
component parts for assembly elsewhere. These involve 
narrow specialization, sometimes on an international 
scale. 

Within the chemical industry, pharmaceuticals are the 
only section with a major export role; around 35 per cent 
of these exports are sold on western markets. Hungary 
is still heavily dependent on imports of other chemicals, 
though output of basic chemical products has expanded 
rapidly in recent years 4? and the gap between supply 
and requirements has been closing. 


The expansion of the light and food processing branches 
—both of which are net exporters—is essential for the 
future development of Hungarian industry. However, the 
conditions under which they operate differ markedly. The 
food industry depends on domestic agricultural supplies, 
and though exports—half of which are to western 
markets—have been expanding faster than production, 
they have fluctuated widely from one year to another.®° 
Light industry is heavily dependent on imports of inter- 
mediate goods from western countries, and re-sells about 
one-half of its exports on western markets. Shortage of 
manpower, and out-dated product design have hampered 
the development of competitive lines in the quantities 
necessary. 


Hungary’s indigenous energy supplies were augmented 
in recent years by a steady increase in natural gas output. 
A decline in the tonnage of coal produced was halted in 
1975. The average calorific content per ton of coal, 


48 Some 21 groups of engineering products are included in the 
“central development programmes”. 


49 Recent changes in the output of basic chemical products 
were as follows (in thousand tons): 


Plan 
1975 1976 1977 1978 1976-1980 
Fertilizers 641.0 783.0 798.0 887.0 a 
о со les 93.4 99. ee 502 210-220 
PV Ge oes 39.9 42.7 42.8 95.0 190 
Ethylene... .. 12651 20245231032 a 
Propylene 63520 1055 6:6 O12 re 
Elastics а але в 12325 eee 41,4 Ш О 310 
Chemical fibres . . Ms 20.8 26.0 OF 29 


5° The growth of sales in the food industry in recent years was 
as follows: 


Annual percentage change 


1975 1976 1977 19784 

Гоа: sue) « 44 —1.8 10.7 2.0 
of which: 

TEXDOLtS Menem een Oe ote = 4 Sel 0.03] 


< January-November. 
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however, continued to decline and output in terms of 
energy is still falling back. Crude oil output has been 
rising marginally and, though the upward trend in oil 
imports continued, it was less marked than in a number of 
other east European countries. Total primary energy 
consumption in the last three years apparently rose at a 
much lower rate than the 4.1 per cent annual average 
registered during 1971-1975. 

In Poland the growth of industrial production continued 
to decelerate in 1978 and, for the first time in a number 
of years, the annual growth target was not met. Industrial 
sales—the only growth indicator available at the time 
this report was prepared—rose by 5.8 per cent in 1978 
compared with 8.6 per cent in 1977 and 10.7 per cent in 
1976. The 1978 plan provided for growth of 6.8 per cent. 


The steep decline in the growth of industrial production 
in recent years was rooted in the circumstances prevailing 
in the closing years of the preceding medium-term plan 
period. The years 1971-1975 were characterized by an 
extremely fast rate of industrial expansion achieved partly 
at the cost of increased foreign indebtedness. Infla- 
tionary pressures intensified, partly because of sharp rises 
in wages and material costs, and partly because the 
money incomes of the population increased faster than 
the supply of consumer goods. The resulting supply/ 
demand imbalances were reinforced by a fall in agricul- 
tural output in 1975. 


In view of mounting difficulties, the industrial growth 
target for 1976-1980 was set below the rates attained in 
the preceding quinquennium. It nonetheless remained 
very high—somewhat higher indeed than the historical 
trend suggested. The assumptions underlying the new 
targets were that the halt in agricultural growth was 
temporary, and that the huge investments made earlier 
would start to pay off—notably in the form of an accel- 
eration in exports to western markets. Reduction in the 
growth of industrial employment, slower growth of 
nominal wages, and an improved range of consumer 
supplies were expected to redress the situation on the 
consumer market. 


These expectations were not  fulfilled—particularly 
with regard to agricultural production and foreign trade. 
The 1975 decline in agricultural production was only the 
beginning of a period of stagnation lasting some years. 
Apart from placing a further strain on the trade balance, 
this had a direct impact on the growth of the food indus- 
try, which failed to keep pace with rising demand. Its 
effect on the structural pattern of growth is illustrated by 
the drastic decline in the growth coefficient of the food 
industry as compared with total industrial production: 
it fell from 0.8 in the period 1971-1975 to 0.5 for the two 
years 1976-1977. No decline in this coefficient was 
envisaged in the 1976-1980 plan. 


In effect, a shift in policy was needed. This took the 
form of the “economic manoeuvre” begun in 1977, with 
the explicit aim of putting a brake on quantitative ex- 
pansion and concentrating effort on the elimination of 
imbalances in foreign trade and the consumer sector. 


Data limitations prevent a full assessment of the extent 
to which the new policy has been successful. Its implemen- 
tation in 1978 certainly took place under more difficult 
conditions than foreseen. Import restrictions affected 
production to a greater extent than planned, and the 
situation was aggravated by a hard winter which caused 
power break-downs and disrupted transportation. The 
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adaptation of industry to the more difficult conditions 
was all too slow, which made it impossible to meet a 
number of criteria set out in the plan. 


The growth of industrial sales having been planned at 
a rate of 6.8 per cent, sales to the consumer market were 
scheduled to rise by 9.8 per cent and those for export by 
10.6 per cent. In the event, the growth of sales to the 
consumer market was, apparently, much lower though 
export sales were almost on target. The growth of the 
food industry in 1978 appears to have been faster than 
in 1977, and there was a substantial increase in the output 
of meat.*! This, and the slowdown in the growth of 
money incomes, helped to ease the imbalances on the 
consumer market, although by much less than planned. 

One aspect worth mentioning was the further nar- 
rowing of the gap between the growth of industrial wages 
and the growth of labour productivity. Indeed, as the 
figures in the following text table show, 1978 was the 
first year since 1972 in which the rate of growth of indus- 
trial labour productivity caught up with the rate of growth 
of the average nominal wage. 


Poland: growth of wage fund (A), average wage (B) 
and labour productivity (C) in industry 


(Annual percentage change) 


A B С 
ТИ и. axel 8.68 5:3 55:0 
1972 Убе. ста: 9:0 4.7 5:8 
О ис 2. 19. ees 2 
и eee 17.0 14.3 8.8 
оо Е 15.3 13.6 9.4 
аа 102 578.9 
а. 5.2 ek eo 
Е» mee pet S00) 550) eae 


The available data on changes in output by branches 
include the effect of price movements and hence do not 
provide an accurate picture of the pattern of structural 
growth. However, they give some useful indications, from 
which it appears that the slowdown in industrial growth 
in 1978 was largely due to slower growth of engineering 
output (see table below); this came about largely because 
of difficulties in maintaining the high rate of export 
expansion achieved in 1977 (table 3.10). Deliveries to the 
internal market kept up relatively well, supported by a 
high level of consumer demand; though there was ap- 
parently little increase in investment demand. 


Within the engineering branch, dynamic growth in 
1978 was registered for machine tools (a 29.2 per cent 
increase in terms of units), machinery and equipment for 
mining (an 18.6 per cent increase in terms of tons) and in 
a variety of consumer durables. The output of passenger 
cars rose by 16.2 per cent to 325,000 units. 


The last two years were particularly difficult for the 
chemical industry, development of which was hampered 
by shortages of raw materials and delays in putting new 
capacity into operation. Output of chemical fertilizers, 


51 Output of industrial meat rose by 14 per cent over year- 
earlier levels during the first nine months of 1978. However, the 
level remained below that for 1975 on an annual basis. 


Poland: industrial sales by branches, in current prices 
(Annual percentage change) 


Plan 
1976 1977 1978 19794 


LOLA Saget We Whe ль ВЕ 16.9 10.8 8.7 4.9 
ОТАР Фо аа 22.0 5.9 6.9 1.6 
О о о ee 21.1 ЗИ ЗЫ 4.5 
Engineering в обр ica по С ИН 5) 
Сера се. ос : ; 

Minerals and construction ..... 19.3 16.6. 81 3.8 
Woodsand papers. se.) .0 enh 24,3 APA 6.4. 542 
Lightyear ears... ob 13.1 9.6 6.8 4.8 
РОО ок 24 bee 12.3 OF 9 4 Set 
Others ewe. es sho ae ee 21.0 21.9 9.6 6.0 


2 In 1978 prices. 


after having risen by only 0.4 per cent in 1977, rose by 
no more than 1.5 per cent in 1978. The record was scarcely 
better for the two other major products—plastics and 
resins, output of which expanded by 3.4 and 2.2 per cent, 
and chemical fibres, where production rose by 4.2 and 
0.7 per cent respectively in the two years. Irregular sup- 
plies were also a factor limiting the expansion of the 
“fine” chemistry divisions, including cosmetics, pharma- 
ceuticals, paints and varnishes, glues, etc., although 
expansion was generally faster here. 


In the energy sector, coal output rose at a rate of 2.7 per 
cent (3.8 per cent in 1977), the volume of exports remain- 
ing unchanged. Imports of oil and oil products, after 
having risen by 1.9 million tons in 1976 and 1.4 million 
tons in 1977 actually declined by nearly 900 thousand tons 
in 1978. There was also a decline in imports of natural 
gas (table 3.8). The net availability of liquid and gaseous 
fuels changed by less, since output of natural gas continued 
to increase strongly (by some 12 per cent) and there was 
a further reduction in exports of refinery products.” 
Nevertheless, total primary energy materials available 
for domestic consumption were significantly affected, 
their aggregate rate of expansion declining from an 
estimated 4.2 per cent to around 2.3 per cent. The elec- 
tricity industry—the major user of primary energy— 
managed to increase power generation by 5.7 per cent, 
a growth rate higher than in the preceding year. How- 
ever, capacity fell short of requirements and there were a 
number of important power failures in periods of peak 
load. These caused significant damage to the national 
есопоту.53 


The difficult energy situation has been aggravated by 
a long-standing lag in the development of rail transporta- 
tion—one which will be extremely hard to overcome. This 
was among the reasons why present strategy calls for 
more intensive development of lignite extraction and the 
generation of electricity at the pit. According to preli- 
minary drafts of the next five-year plan, all but a few new 
power stations are to be located close to their fuel supply. 


52 Exports of refinery products amounted to 2.7 million tons 
in 1976, 2.2 million tons in 1977 and 1.7 million tons in 1978. 

53 Tt is estimated that the deficit in capacity amounts to about 
3,000 MW at peak loads. This compares with a total generating 
capacity of 21,749 MW in operation at the end of 1977. 
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TABLE 3.8 
Eastern Europe: imports of natural gas 
(Billion cu m) 


Plan 
Country 1970 1974 1975 1976 1977 1978 1980 
АЕ ee 
Bulgaiiaa ons (iso aes cerns 5 — 0.31 1.19 DR} rd -: 6.3 
Gzechoslovakiassae) ее 1.34 3.26 3.82 4.63 И 5 7.0 
German Democratic Republic 0.16 2.84 3:28 3.36 3.55 ое 5.0 
AUN gay о ee tee 0.20 0.20 0.81 1.21 1.20 1.24 3.8 
Poland #5. he oe eae 1.00 ASB 2152 2.56 РИ 2.54 4.8 
Romania Wan т — — — —= a ев eS 
Тотдг 2.70 8.73 ОИ 13.99 ie >>. 28.4 


ии ие 


Sources: National statistics and press reports. 


TABLE 3.9 
Eastern Europe: production and net imports of electricity 
Un billion k Wh) 


Plan 
1970 1975 1976 1977 1978 1976-1980 
Bulgaria 
Total production’, seems ae 19.51 25.24 27.74 29.71 31.48 39.0 
Thermalter ieee ааа 17.36 20.23 19.80 20.30 oe За 
Нуб. паи оо 2.45 2.95 3.53 
Або take херь oc — 255 4.99 5.88 
INCEIMDOLtS ae а a: —0.11 3.62 3.46 3.34 
Czechoslovakia 
Notaliproduction aes] ca es 45.16 59.28 62.75 66.50 69.02 78.04 
ера Е MA eae 41.49 95:20 58.84 62.01 зи Aa 
тов росе аа 3.67 3.82 3.46 4.38 
ALOMIC о ел. аа ne — 0.19 0.44 0.11 
Мер acme mee en ee 3.40 4.21 3.91 2755) 
German Democratic Republic 
ога ргобисном ев: 667.65 84.51 89.15 92.00 95.96 106.5 @ 
Thermal: а .. 65.94 80.49 82.71 85.54 я 5 
Hy dtO оо бе с. 1.25 127 1.17 125 
ATOMIC Hg sakes a ee el ie 0.46 2.74 5.27 5.21 
INF рог 5 0.40 0.68 0.31 0.51 
Hungary 
Total production. ...... 14,54 20.47 22.05 23.40 25.54 27.50 
hetimals en Sos ste eae Fur bh kes 14.45 20.31 21.89 23.24 ae a 
То Gh ye pores ay 08°) 0.16 0.16 0.15 
ATOMIC Ea este в —- — — — 
Метро gia es 8 a me . 3.40 4.12 4.12 . 4,44 
Poland 
Total productione орон 64.53 97.17 104.10 109.36 115.6 133.52 
sThermalea и 62.65 94.79 102.00 106.97 Е. р 
Нуб, аи = 1.89 2.38 2.10 2.39 
О ing Oe ge Sek ен: — — — = 
INGhaImpoOrtseg sae 0.05 —0.51 —0.11 —0.03 
Котата 
Totaliproduction о 35.09 53.72 58.27 59.85 64.23 77.5 а 
"ета Оооо 32.35 45.01 50.16 50.59 ne me 
Hydrol paver ee arr 8.71 8.11 9.26 
AtOMmIcy sea ee. с — — = == 
МЕНТ © 2659 —2.51 —1.46 —0.13 


Sources: ECE, Annual Bulletin of Electric Energy Statistics, 1978; national plans and plan-fulfilment reports. 
а Middle of range. 
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TABLE 3.10 
Poland: exports and imports by branches @ 


a a ee eee 


Exports 


eo i ee ES eee 


Imports 


ieee Annual percentage change Е Annual percentage change 
in 1975 1976 1977 1978 in 1975 1976 1977 1978 

Е ee PSUS II Cie SL ВИО eee 
ПОТОПА Pe О: 100.0 7.1 01.3 8.8 100.0 10.6 5.3 — 0.3 
Products of industry 97.4 6.9 Wil 9.7 93 

И я 2 8.8 6.8 —1.7 

Fuel and power 20.0 —3.5 —2.4 В 9.4 18.6 23) 9.8 

Metallurgy ИЕ 6.7 —1.1 6.5 15.3 WS —5.5 — 6.9 —8.6 

Engineering Shes iat: Фе 41.4 13.6 17.0 11:2 40.6 14.9 2.9 ЦЭ 

Whemicalsi#, ол. 9.2 —0.4 11.5 3.4 ИДЕЙ 0.9 12.1 —1.8 

Рарег and wood 2.0 20.5 12.4 ies} 2D 8.6 is) —6.5 

О ee. spelen paige 8.8 Ihe 12.4 15.8 4.3 85 16.7 —12.5 

Food processing teat 10.7 0.9 8.8 4.3 8.4 35.1 —19.4 

Other wer. we. Dee: у 3.2 ag ‘ 
Products of agriculture 2.6 12.8 157 —22.4 6.8 34.4 —10.1 17.3 


Source: Bulletin Statystyczny Мо. 11, 1978. 


а Basic data, in terms of foreign exchange zlotys, refer to the first nine months of 1978. 


In Romania, industry continued to expand rapidly in 
1978, output rising by 9.0 per cent over the preceding 
year. However, the pace slowed, and the lead built up 
over the five-year plan target was wiped out. A notable 
feature was the low growth of industrial employment 
(the lowest in the post-war years) which, in contrast to the 
preceding two years, changed in line with the five-year 
plan. The increase fell below 2 per cent; an indication that 
Romania is joining the other countries in the area on the 
path of “intensive” as opposed to “extensive” growth. 


An inadequate level of supplies from agriculture was 
the main factor behind the slackening of the industrial 
growth rate. The food industry was greatly affected, 
expanding its production by only 0.7 per cent in 1978 
(the plan envisaged a growth of 7.8 per cent) compared 
with the 11.5 per cent attained in the preceding year. 
Indirectly, by straining the foreign balance, the effect was 
also felt in light industry where growth decelerated from 
around 11 to 7.8 per cent. In the producer-goods sector, 
only ferrous metallurgy and chemicals experienced a 
slowdown. There was a notably sustained and extremely 
fast rate of expansion of the engineering and construction 
materials industries. 


The Romanian engineering industry expanded over the 
last three years by a total of nearly 50 per cent—far 
exceeding the target laid down in the 1976-1980 plan. 
Growth was particularly fast in the electrical engineering 
and electronics sub-branch, where the emphasis has been 
shifting from heavy machinery (turbogenerators, trans- 
formers and high voltage equipment, electric engines) 
and consumer goods towards electronic calculating 
equipment and automation systems. Output of the two 
latter categories has more than doubled during the period. 
A fast advance was also made in the motor vehicle indus- 
try, where output of heavy diesel trucks—a great part of 
which are also exported—doubled. 

The expansion of the chemical industry was similarly 
fast but less steady. In 1978, growth amounted to 10.1 per 
cent instead of a planned 16.8 per cent, the shortfall 
being in part due apparently to an accidental explosion 


which occurred in one of the largest plants. Output of 
plastics and resins was affected, growth amounting to 
only 1.5 per cent; between 1975 and 1978, the total rise 
in production amounted to 57.2 per cent. Relatively slow 
growth was also registered in the output of chemical 
fibres (7.4 per cent). By contrast, chemical fertilizer output 
rose extremely fast—by 24.3 per cent, yielding a total 
increase over the last three years of 42.3 per cent. 


In the energy sector, production patterns did not change 
much in 1978. Output of crude oil continued to shrink 
(setting the decline for the last three years at 5.9 per cent) 
and output of natural gas rose only marginally (by 0.8 
per cent, yielding an increase over the last three years of 
7.3 per cent). There was a 9.3 per cent increase in the 
output of coal. However, since the latter accounted for 
less than a quarter of the country’s energy supplies, it is 
doubtful whether the over-all increase in the output of 
primary energy exceeded 2 per cent. Strict conservation 
measures have been applied in Romania in recent years in 
the energy sector, bringing about a drastic reduction in 
the growth of energy consumption. It is, nevertheless, 
doubtful whether the increase in production in 1978 was 
sufficient to keep pace with the rise in consumption. 


Romania plans to increase coal output by 54.6 per cent 
in 1979; this would provide a considerable boost to the 
country’s energy supplies.°4 Present plans call for the 
total increment in electricity output to be secured from 
power stations operating on lignite and hydro-power. 
In 1978, construction began on a dam for the Iron Gates 
No. 2 hydro-electric station. This forms part of a system 
built in conjunction with Yugoslavia which will eventually 
have a capacity of 432 MW. Other important hydro- 
electric power stations to be built include the Olt (1,200 
MW), Riul Mare (450 MW) and Sebes (350 MW). 
Romania plans to commission the first nuclear power 


54 The increase would have to come from new open-cast mines 
of the Jiul River basin, which are to supply coal to the Rogojelu 
thermal power station; this is to have a final capacity of 1720 MW. 
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station in 1981-1982 (440 MW) and, according to recent 
press reports, an agreement was signed with Canada for 
the purchase of a 600 MW reactor based on natural 
uranium which will initiate a new step in the develop- 
ment of nuclear electricity. 

A survey of the development of Romanian industry 
in 1978 would not be complete without mentioning the 
reform of the planning and management system inaug- 
urated during the year. Following the direction taken 
earlier in other countries, the reform aims to increase 
the decision-making power of enterprises, and to make 
greater use of financial instruments in the economic 
management process. The principle of economic ac- 
countability is being enhanced, and enterprises will be 
expected to make greater use of their own funds in im- 
plementing expansion plans. Profits are to serve as a 
main yardstick of performance, and will provide the 


resources to build up the various “funds” which will be 
left at the disposal of the enterprises. These include a 
fund for the payment of Бопизез.55 The wage fund, 
instead of being geared to the volume of “gross output”, 
will be linked to the volume of “net output” (defined as 
gross output, excluding the cost of materials and fixed 
asset depreciation). One of the decrees introducing these 
changes also refers to greater participation of workers in 
the management of the enterprises. 


55 According to the “Law on the formation, planning and use 
of benefits” published in November 1978, planned profits are to 
be used for (a) the refunding of State subsidies (up to an amount 
of 10 per cent of total profits); (6) creating and augmenting reserve 
funds for development and working capital; (c) creating and aug- 
menting reserve funds for the construction of dwellings for 
workers and employees, and funds for social activities; and (d) the 
payment of bonuses. 


4. INVESTMENT 


(i) Investment trends in 1978 and plans for 1979 


Recoveries in investment growth in Czechoslovakia, 
Romania and the Soviet Union during 1978 provided 
the basis for more buoyant capital formation perform- 
ance than was achieved the previous year in the eastern 
region as a whole. Outcomes were decidedly weaker than 
in 1977 in the German Democratic Republic, Hungary 
and Poland, and investment expenditures actually fell in 
Bulgaria. Taken with developments in the two previous 
years, and with the new annual plans for 1979, the year’s 
results suggest that decisions to restrict the claims of 
investment on total resources during the 1976-1980 
plan period have proved difficult to implement in several 
countries of the region (table 4.1). 


In the Soviet Union, investment rose by almost double 
the rate planned for 1978 and, at 5.2 per cent, grew faster 
than in any year since 1975. This result has brought 
about a substantial change in the trend of investment, 
raising it to levels above the current five-year plan 
provisions. 


In Romania, the only country in the region where 
investment growth was planned to accelerate during 
1976-1980 compared with the previous five-year period, 
the year’s results represented a further step in a progressive 
acceleration registered over the last three years; the plan 
was marginally underfulfilled, but the target figure of 
nearly 17 per cent was by far the highest in the area. In 
Czechoslovakia, the annual investment plan was fulfilled 
for the first time during the current five-year plan period. 
In both countries the outcome for 1978 is roughly in 
accordance with the five-year plan provision, though in 
Czechoslovakia rather higher rates of advance in 1979 
and 1980 will probably be needed than originally foreseen 
if investment is to remain on target. 


In the other countries, investment growth fell away: - 


substantial decelerations in Poland, and particularly in 
Hungary, still left actual expenditures well above the 
lower absolute levels planned for 1978. In the German 
Democratic Republic, investment also grew faster than 
targeted. The aggregate level of investment in all three 
countries during 1976-1978, however, was apparently 
substantially higher than the five-year plans had foreseen. 
Of all the countries of the region, only in Bulgaria, 
where a decline in the absolute level of investment took 
place in 1978 at approximately the rate planned, do 
aggregate investments since 1975 appear to have fallen 
notably below the original five-year plan objectives (see 
chart 4.1). 


The ratio of gross fixed investment to net material 
product rose in 1978 compared with 1977 in all three 
countries where investment growth accelerated, and also 
in Hungary. The ratio fell back somewhat in all the others. 
In Bulgaria, the decline was as much as 3 percentage 
points. However, the ratio in all countries, was higher 
than apparently implied for 1978 by the over-all growth 
and investment targets of the current five-years plans. 
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In Hungary and Poland the difference was particularly 
big—almost 4.5 percentage points—and some 1-2 per- 
centage points in the other four countries. Only in Bul- 
garia, Poland and the Soviet Union has the ratio fallen 
since 1975, and it is noteworthy that the declining trend 
in the Soviet Union was reversed in 1978. 


The gross incremental capital-output ratio (ICOR) 
tose above the 1977 level in all countries with the excep- 
tion of Bulgaria. Despite the acceleration of investment 
in Czechoslovakia and the Soviet Union, the rise was 
small, but it rose sharply in Romania, with the ac- 
celeration of investment as the national income growth 
rate slowed down. Slower investment growth did not 
prevent increases in the ratio in Hungary and Poland as 
over-all economic growth slackened, and a similar but 
less pronounced movement of the ratio took place in the 
German Democratic Republic. The ICOR now stands 
higher than in 1975 for all countries but the Soviet Union. 
The increase has been very considerable in some. In 
Hungary and Poland for instance, the upward shift 
amounted to 50 and 100 per cent respectively. 


Plans for 1979 indicate continuing efforts to reverse 
last year’s trends in investment growth in most countries 
of the area. In Bulgaria, an increase is called for which 
would re-establish investment at 1977 levels following the 
cutback in 1978. A further increase is also planned for 
1980. In the German Democratic Republic, planned 
growth in 1979 is set at approaching double the 1978 
outcome. In all other countries investment growth is 
scheduled to decelerate. In some countries, the planned 
cuts are severe: a decline of nearly 9 per cent in absolute 
levels in Poland, and nil growth in Hungary. 


In all countries of the region, emphasis continues to be 
placed on completing existing projects rather than start- 
ing new ones. Additionally, a number of specific measures 
have been taken to reduce the growth of investment in 
several countries. In Czechoslovakia, projects valued at 
less than 2 million crowns have been frozen and stricter 
criteria applied for the approval of new projects in general. 
In Hungary fiscal measures were taken to reduce the 
availability of enterprises’ own finance, which had been 
the major source of above-plan investment in 1978.58 
However extra credit will be made available to support 
projects having export potential. Certain new limitations 
on the use of enterprises’ own funds were also introduced 
in Romania, and rates of interest on commercial credit 
increased during the year. Some restrictions of the amount 
of investment to be financed from credit also appear to 
have been written into the Polish plan for 1979. 


56 From 1979 the profit tax of enterprises will be increased from 
36 per cent to 40 per cent. At the same time, the share of post- 
tax profit transferred yearly to the reserve fund will rise from 15 per 
cent to 25 per cent (in farming co-operatives from 8 to 12 per 
cent). 
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TABLE 4.1 


Gross fixed capital formation, capital formation ratios 
and incremental capital-output ratios 


Ratio of gross fixed 


Gross fixed capital formation я 
capital formation 


Е 
Billions of national Average annual to net material Gross incremental 
Country and period currency units percentage change product capital-output ratio 


Bulgaria (based on constant 1977 prices) 


1976 . 5.37 0.7 36.9 5.8 
197 7 в Ще: 6.14 4.5 39.7 6.3 
Plan 1978 5.96 —2.9 36.0 53 
о 5.98 —2.7 36.5 6.1 
Plan 1979 6.29 57 35.8 Spl 
Plan 1980 .. 6.60 4.94 35.1 4.9 
Plan 1976-1980 Guia Oe ha 85.6 4.7 
Czechoslovakia (based on constant 1977 prices) 
1976... 18233 4.4 33.6 8.2 
ПО. 139.8 5 34.1 8.1 
Plan 1978 . 147.6 5.6 34.4 7.0 
[97 8e pe sik 146.0 4.4 34.3 8.2 
Plan 1979 «= 152355 2.4 33.6 7.8 
Plan 1976-1980 148.3* 5.4* 34.0* 6.9* 
German Democratic Republic (based on constant 1975 prices) 
1976. 46.3 8.4 31.4 8.7 
ПВ 49.4 6.7 31.8 6.1 
Plan 1978 50.4 2 30.9 5.9 
НН 50.8 2.9 Эф 5 8.3 
Plan 1979 .. 53.6 5.6 31.9 7.4 
Plan 1976-1980 48.3 4.2* 29.2 5.8 
Hungary © (based on constant 1976 prices) 
NOS 5 5 sae 1521 —0.3 36.0 12.0 
1977 за 174.0 14.4 38.2 4.9 
Plan 1978 171.4 —1.5 35.8 he? 
IAS о. - 182.0 4.6 38.3 9.6 
Plan 1979 .. 182.0 — 37.0 10.6 
Plan 1976-1980 162.5* РЕ 33.5* 6.1* 
Poland (based on constant 1977 prices) 
USB боб that 626.7 Dee 39.0 © 
197 Toca т. 653.6 4.3 38.8 7.8 
Plan 1978 621.7 —4.9 35.0 6.5 
1978 * 658.2 0.7 38.0 13.6 
Plangto7 вс 600.3 ¢ —8.8 331 12.0 
Plan 1976-1980 616.5* OY SB) 4.8* 
Romania (based on constant 1977 prices) 
1976 . 151.6 8.3 38.3 Be 
Ав о 169.3 11.7 39.2 4.4 
Plan 1978 197.7 16.8 41.2 3.6 
ПО Sane 196.7 16-2 42.4 5.6 
Plann! 97/9 see 214.5 9.1 42.5 4.8 
Plan 1976-1980 @ 
AMAL Bette ЕЕ 190.0* 10.3 39.1 3.8 
Bi О Aree, 203.6* 12.8 41.1 9 
Soviet Union (based оп 1969 prices) 
197A. ep о 118.0 4.5 Ро 5.6 
197.75 SpA 1223 3.6 29.3 5.9 
Plan 1978 125.5 2.6 29.0 73 
Поз. 128.7 So 29.4 6.1 
Plane 9 с 132.0 2.6 28.9 6.7 
Plan 1976-1980 124.3 ASK 28.6 6.2 


Sources : National statistics; CMEA Statistical Yearbook; plans and plan-fulfilment reports. 


Note : Czechoslovakia, Hungary and Poland have recently changed the price base year for investment and net 
material product series. In 1976, certain modifications were introduced with regard to the pricing of some components 
of the Soviet investment series. In Bulgaria, for which no official value series in constant prices exists, volume indices 
have been used in conjunction with data at current prices to derive series in Constant prices of an appropriate year. 
These changes explain apparent divergencies from figures published in previous editions of the Survey for all countries 
except the German Democratic Republic. It should also be noted that in cases where a range of values was published, 
the mid-point of the range has been retained in this table. 

2 Percentage change over previous year’s plan figure. 


> All figures refer to investment only in the socialist sector, which accounted for some 90 per cent of total invest- 
ment at Current prices in 1977. 


с State investment will amount to 589.0 billion zloty excluding investment financed from credit. 


а The targets of the 1976-1980 plan, shown in line A, were increased to the higher targets shown in line В in 
December 1977. 
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If the plans for investment and NMP growth in 1979 
are achieved, investment will still remain some way above 
the levels scheduled under the five-year plans in the Ger- 
man Democratic Republic and the Soviet Union. Even if 
the planned cutbacks in investment growth are achieved, 
this would still be the case in Hungary. In the other coun- 
tries, the 1979 objective is below that implied for the year 
by the five-year plans. The ratios of gross fixed capital 
formation to NMP, and also the ICORs, though both 
scheduled to fall in most countries in the eastern region 
in 1979, would still remain some way above the five-year 
plans in all. 


The upward trend in the ratio of gross fixed investment 
to NMP and in ICORs for the period 1976-1979 has 
resulted only partly from higher than anticipated invest- 
ment growth in several countries since 1975. It was also 
a consequence of below-plan growth of NMP in all coun- 
tries and in all years (apart from Hungary in 1977)— 
with the notable exception of the Soviet Union. Soviet 
NMP targets were fulfilled in all years. 

The planned figures for 1976-1980 shown in the chart 
may contain one element tending to exaggerate the up- 
ward deviation from plan during 1976-1978. For all 


countries but the Soviet Union, investment plans each 
year during 1976-1980, and also the planned growth of 
NMP have been calculated in the chart on the basis of 
constant equal annual rates of growth. Only the Soviet 
Union presented its targets for 1976-1980 on an individual 
year basis. The Soviet figures implied a faster growth of 
investment in the earlier years of the quinquennium 
(4.8 per cent in 1976 falling to 0.2 per cent in 1980). 


Even so, it would appear that if the aggregate five- 
year investment targets were to be exactly fulfilled, the 
targets for 1979, taken in conjunction with performance 
in 1976-1978, would imply considerably lower absolute 
levels of investment in most countries during 1980. The 
drop would need to be fairly substantial in Poland and 
the Soviet Union, and particularly large in the German 
Democratic Republic and Hungary. The exceptions are 
Bulgaria, where the recently published two-year plan for 
1979 and 1980 indicates that the current five-year plan 
will be slightly under-fulfilled; Czechoslovakia, where 
below-plan annual expenditures in 1976 and 1977 have 
kept actual rates of growth only marginally above the 
five-year plan targets; and Romania, where the revised 
plan for 1976-1980 entails further rapid increases in 


CHART 4.1 


Changes in levels of NMP, gross fixed capital formation, and investment ratio 
Undices, 1968-1972 = 100) 
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Source: As for tables 1.1 and 4.1. 


investment allocations in the final two years of the 
plan. 


(ii) Investment efficiency 


The movements of ICORs do not indicate any notice- 
able improvement in the efficiency of the investment 
process in any country. The ratios presented are, of 
course, in many respects crude indicators of efficiency, 
especially in the short term: the [COR may vary consider- 
ably from one year to another under the influence of 
short-term movements in investment and, more particu- 
larly, in NMP growth. However, heavy investment in 
Poland from the beginning of the 1970s, when notable 
increases in the ratio of gross fixed investment to NMP 
began to take place, have not yet resulted in substantial 
improvement of ICORs despite the deceleration from 
previous investment levels which followed 1975. The 
ICORs in all countries of the area are, at all events, very 
much higher than foreseen at the beginning of the current 
five-year period. 
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Improvement of investment efficiency is a priority task in 
the Soviet Union and in all the countries of eastern Europe. 
Efforts to improve performance include both general 
measures and more specific action designed to encourage 
improved investment performance in well-defined direc- 
tions. The central aim is to cut the amount of capital 
required to reach a given level of output, to reduce 
gestation periods, and to eliminate delays in working 
up new plant to full capacity operation. The first element 
depends partly on the productivity performance of 
machinery and equipment, and also on its cost and the 
speed at which new machinery and equipment can be 
absorbed into the production process. The others depend 
principally on the efficiency of the construction industry. 


(а) MACHINERY AND EQUIPMENT 


A potentially important contributor to improved eco- 
nomic performance is the effort now under way to mod- 
ernize existing plant in all countries of the region. This 
effort is the more necessary because of the traditionally 
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low retirement rates of capital stock, and in some coun- 
tries a deteriorating age structure of machinery assets 
(see section 3, Industry and energy, above). 

The share of modernization expenditures is planned to 
rise rapidly. Considerable progress in this direction has 
been made in Bulgaria, where the share of such expendi- 
tures in total investment rose from 23.4 per cent in 1975 
to 57 per cent in 1978. By 1980, it is planned that these 
expenditures will account for some 70 per cent of invest- 
ment in the material sphere. It is envisaged that about 
one-third of investment will be devoted to modernization 
in Czechoslovakia in 1979, whilst in the German Demo- 
cratic Republic about 51 per cent of total investment in 


the material sphere was allocated for modernization and 
rationalization purposes in 1978. In Poland this objective 
has again received priority mention with respect to 1978, 
and the share of such expenditures in investment has 
reportedly increased in recent years. In the Soviet Union, 
the share of modernization expenditures is apparently 
substantially higher than elsewhere—amounting to some 
69 per cent of investment in the material sphere in 1977 
compared with 68 per cent in 1975. This marginal change 
represents a considerable slowdown compared with 
performance during the previous plan period, when the 
share of modernization expenditures rose from 58 per 
cent in 1970 to 68 per cent in 1975. 


TABLE 4.2 
Fixed capital formation by type of capital good: output and foreign trade of capital goods industries 


i до 


Annual percentage change 


Percentage 
Output of capital goods industries share in 
Gross fixed capital formation Foreign trade in machinery fixed capital 
[SF eS = ae Building and equipment formation, 
Construction Machinery materials machinery 
Country and period work and equipment Construction industry Engineering Exports Imports and equipment 
Bulgaria 
OTC een cs 5x dees 33 —1.7 5.0 8.4 10.6 18.3 3.4 41.9 
т со cn dune 15.7 10.1 5.0 7.8 15.0 24.9 6.1 40.3 
Plan 1978 ef 3 6.6 14.9 137 2 a, oi 
OTS ee ais aris mete cs —6.2 1.0 3.2 10.4 * 11.5 18.6 * Об 43.3 * 
Czechoslovakia 
976 пи: 2: 3.3 6.2 7.6 6.4 8.5 10.4 41.8 
CUM рей АИ 3.2. 9.8 4.4 3.5 7.3 7 12.9 39.3 
Пи... 4.4 9.5 5.7 6.0 6.5 41.0 * 
German Democratic 
Republic 
A с ee 8.1 6.6 6.8 5.3 6.3 13.6 19.3 49.2 
ПО м а 8.7 2.4 6.4 4.0 5.8 10.4 14.9 47.9 
978 ки. = 1.5 3.5 5.8 6.0 5.3 oe 48.2 
Plan 1976-1980 . . 5.0 7.0-7.3 
Hungary и р 
Обл оо —1.2 0.8 4.6 3.4 бэ) 6.2 } Е 
И и 14.2 13.8 6.4 5.8 6.9 14.1 У 45.1 
Plan 1978 are 4.0-5.0 6.0-7.0 5 550 ae 
LOTS emt A gcicl Е 5.0 7.6 6.4 
Plan 1979 are codes 3.0 B 
Plan 1976-1980 . 5.5-6.0 225.9) 6.3-6.7 
И. 7.1 10.6 42.5 
бе Mel «pe —0.2 6.8 1.7 5.8 13.5 : : : 
ee laces hs Shes) 4.4 3.9 4.1 10.2 11.3 5.4 42.5 
ОВ: Е о 1 —0.4 Bh 4.5 4.1 6.3 42.0 
Romania 
1976 “exe 4.4 os) 6.0 14.3 12.2 16.6 4.6 43.9 
РИ Ут, 6.1 18.4 9.4 16.5 15.1 19.0 33.0 46.6 
1918 МИ % 10.0 15.4 14.2 
Soviet Union 
1976 1.2 9.7 1.4 ho) 9.2 20.9 15.3 34.5 
ПЕ meets не a 5.7 2.1 Ba 9.0 15.1 10.0 35.2 
Plan 1978... . 4.1 * 2.5 * 77 36.8 
1978 1.9 2.0 9.2 
ВЕ Aga 
Plan 1976-1980 . . 5.8 5.4 89 


ии nnn nn ne a 


Source: As for table 4.1. 
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TABLE 4.3 


Ratio of growth of engineering output (A) and imports of machinery and equipment (B) 
to growth of investment expenditures on machinery and equipment 


SS SS 


German 
Democratic 
Bulgaria Czechoslovakia Republic Hungary 
Year A B A B A B A B 
LOPISTO TS дов Teil 0.9 .0 1.8 1.8 3:2 0.8 1.6 
То-то ов 0.64 Wee 9 155) ibs) 4.0 0.9 1S 
ТО ления га, Rye 0.4 0.7 ol 2.0 1.2 4.1 0.5 1:5 
ПО и а ки. 10.68 3.46 4 Led ae 2. 6.9 1.5 
1D) Tae pe cee eee 1.5 0.6 aa 13 2.5 6.2 0.5 is 
UC то ее are ane ae eee ИТ 6.4 A 15 
ПР Е Е ЗЕ Е 
i ee Е Е Е ee 
Poland Romania Soviet Union 
Year A B A B A B 
LOTTO Siempre srt sa 0.6 0.7 1.1 0.8 1.3 eS) 
ISTRY ve ag => a sole 2.2 1.4 1.0 1.3 1.2 1.7 
р РМ eee 0.8 0.8 0.9 0.3 0.9 3.8 
обе мена 2.0 1.6 0.2 0.5 1.0 1.6 
а wees ое 2.3 1.2 0.8 1.8 1.6 0.6 
о ое о 


Source: As for table 4.1. 
< 1976-1978. 


> Rate of growth; expenditures on machinery and equipment investment declined. 


Modernization policies, and also the preference now 
given to expanding production capacity at already 
existing enterprises, rather than constructing new ones, 
are reflected in the plans to raise the share of machinery 
and equipment in total investment. Only in the Soviet 
Union has success in accomplishing this objective been 
reflected in published statistics for recent years. The share 
of machinery and equipment in total Soviet investment 
rose by 2.3 percentage points between 1975 and 1977. 
In all other countries, the percentage has fallen since 
1975—the decline ranging from as much as 4 percentage 
points in Romania, to one-half of one percentage point in 
the case of Czechoslovakia. The steep decline in the 
German Democratic Republic is worthy of note; it 
continues a falling trend already apparent in the previous 
five-year period, and reflects above all the increasing share 
of investment in the non-material sphere where construc- 
tion expenditures occupy a large share of total investment. 


Slow progress in increasing the share of machinery and 
equipment in investment in other countries of the region 
may also be in part a consequence of the generally 
higher than foreseen investment levels. Failure to cut 
back on new projects starts to the extent planned, in 
particular, may well have involved greater than planned 
expenditures on construction rather than machinery. 

As shown in tables 4.2 and 4.3, the over-all increase in 
the supply of engineering products seems to have fallen 
in relation to the growth of investments in machinery 
and equipment since the earlier years of this decade in 
some countries. During 1971-1975, the domestic engineer- 
ing industries increased output at rates equal to or well 


above the rates of growth of investment in machinery 
and equipment in all countries but Poland—where the 
share of imported machinery rose very sharply. Domestic 
supplies now appear to be better related to requirements in 
Poland, though this is mainly due to the very sharp 
cutback in investment growth after 1975. There has also 
been some improvement in Bulgaria. But the reverse 
appears to have taken place in Czechoslovakia, the 
German Democratic Republic, Romania and in the 
Soviet Union. The apparent tightening in the domestic 
supply of engineering products compared with 1971- 
1975 has been partly compensated by increased imports 
by some countries, though cutbacks in the growth of 
imports of machinery and equipment from western 
countries have also taken place. 


These developments lend point to the emphasis being 
placed in all countries on increasing the productivity and 
reducing the cost of domestically produced machinery. 
This is one factor underlying the trend towards increasing 
specialization within individual countries in certain lines 
of production. Efforts are also being made to improve 
the performance of the engineering industries in specific 
directions as well as within the framework of more 
general measures to improve industrial performance. 
(See section 3, Industry and energy, above.) In the 
Soviet Union, it is planned to increase the productivity 
of machinery between 1978 and 1985 to levels some 
1.5-2 times above the performance achieved in 1975. In 
addition, the accelerated development of new machinery 


types and especially automated systems is given 
prominence. 


TABLE 4.4 
Gross output and factor inputs in construction 
(Annual average percentage change) 


Sia NAS | Sie Be aah a it ei a de ed Me ЦР РОЗ Al 


Per employee 


Country and period Gross output Fixed assets Employment в Gross output Fixed assets 
Bulgaria 
Об Saar’ Has og 5.0 13.9 —1.3 6.4 15.4 
LOT Todt nore и 5.0 19.7 1.5 3.5 7.0 
Plan 1978... . . . 6.6 й 4.5 ; 
LOTS eee" ck as ee 3.2 1.2 4.6 
Czechoslovakia 
О. 7.6 9.3 1.3 6.2 7.8 
О stig 4.4 8.2 0.8 3.6* > 
2181 978... 6.1 0.7* 5.1 
к 5.7 0.6 5.1 
German Democratic Republic 
В See ss 6.8 7.7 6 5.1 6.0 
197722 А К ЕВ 6.4 9.2 1.1 5.2 8.0 
о из 4.8 : 0 3.9 ee 
Hungary b 
197 бе eee 4.6 11.5 0.8 3 10.6 
Тонн: eyes 6.4 12.5 —0.1 6.5 12.6 
О а о. 5.8 11.5 0.1 4.8 11.4 
Poland 
1916 Moe. Gee ee 17 14.2 —4.0 5.9 19.0 
о ОИ 3.9 25.5 —0.5 4.4 26.1 
Plan 9 78 ав 6.9* 3% 0.3 6.6* 
OTB eect. Vier hela tle 4.5 0.2 3.8* 
Romania 
Пора 6.0 22.8 1.6 4.4 21.1 
ПОЛИ phigh ee eet 9.4 14.6 Bar, 5.7 10.9 
1978 ee. 10.0 fe a 
Soviet Union 
А acieas das ee 1.4 10.4 0.9 3.1 9.4 
Cy Mie Geen ee 1.9 10.5 0.7 3.0 9.7 
UES ae Saale Aa eae 2.0 10.5 0.6 72) 9.8 


Source : As for table 4.1. 
в Workers and employees. 


> Building workers (including estimates for owner-builders) only. 


In the German Democratic Republic, enterprises are 
being encouraged to earmark resources for the rationaliza- 
tion of their production lines, and to develop the neces- 
sary technology within the enterprises themselves. With 
regard to cost reduction, savings on raw material used 
in engineering output have been stressed and a recent 
Soviet decision again singles out the need to cut back the 
weight of machines and reduce metal wastage.*” 


(b) CONSTRUCTION 


The construction industries have been characterized 
in most countries of the region by declining rates of 


57 It has been reported that the achievement of significant 
progress in cutting the metal content of machines is a long-term 
process which could extend over 10-15 years. 


growth compared with the first years of this decade. 
Attempts to limit the share of construction activity in 
investment, described earlier, and some levelling off in 
housing construction (see section 5, Consumers’ incomes 
and supplies) in the first three years of the current plan 
period may have had some effect on the sector’s output 
growth. But the deceleration has also been accompanied 
by declining rates of increase in both labour supplies and , 
in labour productivity (table 4.4). 


Taking the years 1976-1978 together, the number of 
workers employed in construction grew more slowly than 
in the previous plan period in five countries of the region— 
the exceptions being the German Democratic Republic 
and Romania. In Romania, post-earthquake reconstruc- 
tion activity may partly explain the continued growth in 
the construction labour force. In the other countries, such 
growth as has taken place in the construction labour force 
has been marginal and declining in the years after 1975, 
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and indeed an absolute fall was registered in Poland in 
two years. Construction activity is increasingly affected 
by the reduced labour supply growth now affecting all 
countries of the region. Soviet estimates, for instance, 
predict that net annual additions to the Soviet able-bodied 
population of working age will fall from 2.7 million in 
1977 to 1.8 million in 1979 and 1.5 million in 1980—with 
further falls anticipated thereafter. 


This throws into sharp relief the need to create condi- 
tions for ensuring that productivity growth will be suf- 
ficient to compensate for the increasingly restricted supply 
of manpower, and hence maintain the pace of construc- 
tion activity at the tempo required. However, labour 
productivity in construction has in fact grown more 
slowly during the first three years of the current plan 
period than during 1971-1975 in most countries—the 
exceptions being the German Democratic Republic and 
Hungary. In 1978 a slowdown was registered in four 
countries. In the Soviet Union, where labour productivity 
in construction has grown more slowly than in most other 
countries of the region, performance improved slightly 
in 1976 and 1977. These gains were followed by a sharp 
decleration in 1978. Slowdowns over the previous year 
were also registered in the German Democratic Republic, 
Hungary and Poland during 1978, and the improvements 
which took place in the other two countries for which 
data are available—Bulgaria and Czechoslovakia—did 
not bring the rate of advance up to the levels attained 
earlier in the decade. 


The rate of growth of investment in construction is 
clearly a most important determinant of labour product- 
ivity changes in the sector. The latest year for which 
relevant sectoral information is available for all countries 
is 1977. As the following text tables show, improved 
productivity performance in construction from 1975 in 
the German Democratic Republic and Hungary was 
underpinned by a very substantial acceleration in the 
growth of investment in the construction industry. A 
much smaller acceleration of construction investment in 
Czechoslovakia, however, was accompanied by lower 
rates of productivity growth in the sector compared 
with 1971-1975. Conversely, a substantial decline in such 
investments in Bulgaria between the same periods has 
been associated with no more than a marginal decline in 
the corresponding rate of labour productivity increase. 
Notwithstanding these two exceptions, variations in 
productivity growth in construction have tended to 


follow the same direction as investments in the first years 
of the current five-year plan period taken together. The 
longer-term relationship has been much closer, and it may 
be that the full effects of recent slowdowns in the growth 
of investment in construction may not yet have been felt 
in the four countries where they have taken place. 


Growth of the volume of investment in industry and construction 
(Average annual percentage change) 


Country 1971-1977 1971-1975 1976-1977 
Е 
Bulgaria 

Industry, сре eae 6.9 5.9 9.4 

Consiruction’ и 11.0 16.7 —2.1 
Czechoslovakia 

Industry). ene ee 7.4 Ifill 7.8 

Сопина ae 9.4 Ти 5) 
German Democratic Republic 

Industry. ое 5.1 4.0 7.9 

Constructions: mance 7.6 5.7 12.5 
Hungary 

Industrya .0. eee es eee 8.8 6.2 15.3 

(оО +) nen 6.8 745 20.0 
Poland 

ПЧ еее eee 15.6 22:5 1.0 

Construction) 2) Е 20.5 26.5 6.8 
Romania 

Industry? ef аа eee 11.7 1233 10.1 

Gonstructiona see 18.0 153 25.0 
Soviet Union 

аа ое 6.2 6.8 4.6 

Gonstructionaseate eet ial! 7.8 5:5 


Source : As for table 4.1. 


The text table below illustrates the significant lags 
between productivity performance in the construction 
sector and in industry which have persisted throughout 
this decade in most countries. The lag cannot be explained 
by the relative rates of growth of investment allocations 
to the two sectors shown in the preceding table. Indeed, 


Growth of labour productivity in industry (A) and construction (B) 
(Annual percentage changes) 


German 


Democratic 
Republic 


Bulgaria Czechoslovakia 


Hungary Poland Romania _ Soviet Union 


A B A B A B A B 


1971-1975 . 6.6 5.2 54 65 5.4 4.6 


1976 5.9 64 49 62 4.9 5.1 
19701. зклеаб.2. 553. Suh 4:8: 913. 6%ge4 ty 65.2 
1973 te O;4 os OMe 4.2 a Ssh 25 3:9 
ЕАО ЖИ с 55 Ho LGUs Ses 
HCC: SUG cove SESE 5: 


6.850157 5.0) В: ЗВ 5 КАТО] 
SiS" 8418 65:815318_ В. 3:6 12.2 
4.0 SHE tote (aly 4.7 4.0 
6.0 7.6 eS 5.5 5.4 


Source : As for tables 3.1 and 4.4. 
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investment in the construction sector has grown consider- 
ably faster during this decade than industrial investment 
in all countries of the region but Hungary. The reverse 
was the case in Bulgaria, Czechoslovakia and Poland 
during 1976-1977, though in Bulgaria and Poland invest- 
ment growth in construction had been particularly 
dynamic during the previous five-year plan period. 


A comparison of the figures in the two preceding text 
tables indicates that a given increase in investment is 
typically associated with productivity increases т 
construction which are noticeably lower than in industry, 
and that capital effectiveness in construction may, there- 
fore, be considerably lower than in industry. It is also the 
case, moreover, that increases in rates of growth of pro- 
ductivity associated with a given increase in investment 
in construction are lowest in those countries where invest- 
ment growth in the sector has been highest. 


These observations are broadly confirmed by comparison 
of total and incremental capital-output ratios in the two 
sectors. The CORs are low in construction as compared 
with industry—typically one-half or less. But since 1970, 
CORs have increased substantially faster in construction 
than in industry in all countries but the Soviet Union. 
Although ICORs move more erratically, a similar rela- 
tionship in the trends is visible in all countries, even in the 
Soviet Union, and particularly in Poland and Romania. 


An important determinant of the growth in factor 
productivity in construction is the availability of current 
inputs, of which buiding materials are the most significant. 
In fact, increases in the production of building materials 
have apparently outstripped the growth of construction 
output in the majority of countries in the first three years 
of the current plan (table 4.5) and the figures suggest a 
considerable improvement over the situation prevailing in 
the first half of this decade. 


The apparent easing of material supply constraints in 
aggregate does not, however, preclude shortages in parti- 
cular materials. Press comment in Romania has called 
attention to shortfalls in the supply of cement, though 
production has speeded up of late. In Poland, shortages of 
prefabricated components have given rise to bottlenecks, 
but it is difficult to evaluate their effects: they may on 
occasion disrupt work to an extent out of proportion to 
their value. 


The foregoing paragraphs suggest that the slower 
growth of productivity in construction in most countries 
has no obvious single cause. Though there has been some 
slowdown in the availability of investment funds, the 
supply of materials shows no deterioration compared with 
the previous plan period, when productivity performance 
was rather better. Other elements may also have played 
a role in individual countries. The higher capital costs of 
the bigger construction effort in the climatically hostile 
parts of Siberia and the Far North of the Soviet Union 
are a case in point—though against this, results from 
Byelorussia and the Ukraine show similar evidence of 
lagging performance in the construction sector. It seems 
likely that managerial and organizational systems also 
influence productivity, particularly under present condi- 
tions when the complexity of the investment process is 
increasing. 

As described in detail in previous issues of the Survey, 
discussions appearing in the technical and economic press 
in all countries of the region have concentrated on the 
need to reduce the construction times of investment 
projects. They have singled out the following factors as 
limiting the effectiveness of investment in general and the 
construction sector in particular: undue delays between 
the submission of a project and its approval; between 
acceptance and its commencement; failure to complete 
projects, once started, on time; and delays in the commis- 
sioning of plant, and in achieving rated capacity after 
handover by the construction enterprise. 


Clearly not all shortcomings in these respects can be 
attributed to the construction industry alone. Press reports 
frequently mention delays in obtaining planning approval. 
In addition, delays can occur because of poor planning of 
projects by clients. A report from Romania noted that 
less than 19 per cent of the documentation due by the 
end of 1977 for investment projects scheduled for 1978, 
including technical documentation and plans for the co- 
ordination between the interested parties with respect 
to bank credit and financing arrangements, had been 
submitted at the due time. This affected some 665 projects 
over the country as a whole. A similar point was made 
by a Soviet commentator: in the Soviet Union, documen- 
tation for 53 per cent of the total value of construction 
projects scheduled for 1978 had not arrived by the date 
laid down in the plan. 


TABLE 4.5 
Ratio of building materials production to construction output 
(Average annual percentage change) 


em Ш —————8—8—Ш68—&6Ш&®›эиш———————_____д 


German 
Deinocratic ‘ я р 
Bulgaria Czechoslovakia Republic Hungary Poland Romania __ Soviet Union 
A Eo eee ee SS a 
1971-1975 . 1.6 0.7 1.1 0.9 0.5 1.4 1.2 
1976-1978 . 2.1 1.1 0.84 1.1 1.88 1.9 1.8 
1978 . 3.3 1.1 1.3 1:5 ых №5 155) 


Рут ООС ОО ОДО ТСО СООО СОСО СОСО ССОО ССОО ООО ООС ООС ООС СОСУТ СЯО 


Source : Table 4,3. 


@ Excluding building materials production in other sectors (total building materials production increased faster 


than construction output in 1975-1978). 
5 1975-1977 only. 
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Work can also be held up unless industrial suppliers 
deliver goods on time. In the past, they have had no 
incentive to do so, and measures are being taken in some 
countries, including the Soviet Union, to introduce plan 
fulfilment criteria which take into account the speed at 
which industrial plant is commissioned in determining 
bonuses for equipment suppliers. Such arrangements are 
already in force in other countries, for instance in the 
German Democratic Republic. 


With regard to the construction industry’s own activ- 
ity, a frequent complaint in some countries has been the 
unwillingness of construction enterprises to allocate 
resources for finishing the job. In most countries of the 
region, the present system of assessing plan fulfilment, 
which is based on total construction work achieved by the 
enterprise, does not stipulate time limits with respect to 
the completion dates of specific projects. Construction 
enterprises frequently seek to maximize profits and bonus 
payments by diverting workers from labour intensive 
tasks, especially of the kind associated with acceptance 
trials and the running-in of factories, to work which 
contributes more to their over-all output indicator. 


In the Soviet Union, the experimental system of man- 
aging construction work in the Byelorussian SSR, which 
was begun in 1976, has introduced an output indicator 
which only takes into account the value of construction 
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work accomplished when the project in which it was 
carried out has been fully commissioned (Survey for 1977). 
It was reported in mid-1978 that the average length of 
time needed to complete projects in the construction 
ministry concerned had fallen by 10 per cent since the 
experiment began. Unfinished construction—though still 
higher than planned—had fallen by 3 percentage points. 
The number of new starts had also fallen. The Byelorus- 
sian system was extended to industria! construction min- 
istries in Lithuania, and also, on a partial basis, to min- 
istries in the RSFSR, the Ukrainian SSR and elsewhere 
in the Soviet Union in 1978.58 

At a more general level, the allocation of investment 
resources is everywhere complicated by the unduly large 
number of projects in progress at any one time. This has 
given rise to attempts to reduce the number of project 
starts, and to set priorities. In Hungary, the plans for 
1979 specify that no new government financed projects 
should be started—only two such major projects having 
been put in hand during 1978. In Poland, State efforts 
are to be concentrated on some 60 projects of major 
significance. In the Soviet Union, certain individual pro- 


58 Present methods construction planning and management in 
the German Democratic Republic have many points in common 
with the Byelorussian system. 


TABLE 4.6 
Fixed capital brought into operation 


RT 


Billions of national currency units 


Percentage of gross fixed capital formation 


Country and period Total Agriculture* Industry Construction Transport Total Agriculture* Industry Construction Transport 
Pe eee Ве р ee eee ЕЕ 
Bulgaria 

LR ee Rene ee eee 4.51 0.78 1.43 0.19 0.57 83.9 99.3 66.0 94.8 101.3 

AS Ae Oe a PE беда 9:92 0.94 2.10 0.24 0.61 97.3 103.2 87.2 89.4 110.8 
Czechoslovakia 

197 6R ee er eee, 134.4 15.9 52.8 5.1 15.4 101.6 102.6 108.7 101.6 83.3 

и 130.6 16.7 47.0 5.4 1729) 93.4 101.7 90.2 95.0 90.1 

LOTS RRS. Зы, Вс 146.3 98.3 
German Democratic Republic 

L976 een tee) она. eS 41.5 5.0 20.0 1.3 4.7 91.8 98.4 87.9 75.7 995 

OT Mie at roe sary о Ва 42.7 SE 20.8 ez 4.1 89.4 99.5 85.6 99.3 98.4 
Hungary 

EAS. Зв ут ор о ee 136.0 20.1 46.2 3.8 23.2 89. 95:2 78.5 92-7 111.8 

SATE а ео 147.5 22.1 54.3 4.9 18.8 81.3 93.0 И Ы 89.3 84.1 
Poland 

NSO eee) A i ee ahs 447.3 87.4 202.9 27.7 50.7 2.2. 99:3 74.2 86.6 88.2 

Ем: 568.6 113.0 246.1 29.8 53.9 86.6 106.0 90.7 84.4 98.0 
Romania 

Об о А 136.5 207.0 60.8 9.1 14.7 90.0 97.5 87.7 98.7 95.0 

ее ое crs 145.9 211.6 66.9 10.4 15.8 86.2 88.7 83.0 96.5 95.0 
Soviet Union 

Оби т. ayia eae ee 107.1 90.8 

OT ota cet ey Os ten oa ah 110.7 90.5 

LD TS mete. О co а 120.7 93.8 


Source: As for table 4.1. 
а Including forestry. 
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TABLE 4.7 
Gross fixed capital formation by main sectors of the material and non-material spheres 
(Percentage distribution) 


Total gross fixed capital formation = 100 


— en 


Material sphere 


Country and period Total Agriculture Industry 


Construction 


Non-material sphere 


Transport Other Total Housing Education Health Other 


Е м eee 


Bulgaria 

о tions Ве 74.1 14.7 40.4 Зы 

ТО ЗЕ AS Кларе 75.4 14.3 41.7 3:5 
Czechoslovakia 

AST Opeprieits 1.2. аи: 71.4 11.7 36.7 3.8 

DOT eee ee cs ey Sate ter a os 72.1 11.8 37.3 4.1 
German Democratic Republic 

А ии os 80.6 1.3 50.3 3.9 

LI po It an we ial Se el Mg 80.0 11.1 50.9 3.6 

аа. 51.4 

Тотал Че: ПИ 79.9 10.3 52.6 3.4 
Hungary 

OLS tis GE ae er are 80.4 13.9 38.7 27 

ле = 80.6 13 41.7 3.0 

Plan 1976-1980" ..... 76.0 12.2 39.7 2:2 
Poland 

бам: SHAY el i: аи 78.4 15.2 43.6 SA 

ТО А & TTS 16.5 41.5 5.4 

— OE 

Plan SIE Ast cede eee 57.6 

Е рт Нова 74.4 18.1 39.4 3.3 
Котата 

ISTG ME „аку си 82.8 14.0 47.5 6.5 

Тео 981. Nai 82.2 14.5 47.6 6.3 

ТОВ Зе eesti sf 82.4 13.6 49.8 6.0 

Plan) 1976-1980... ,-=..,.. $5.2 Be 56.0 3.4 
Soviet Union 

TOTG re ta ee жа 73.9 20.7 35.3 4.2 

LOTT aes EO 73.8 20.6 ‚35.5 4.0 

Plan 1976-1980...... 21.1 39.4 


Ч 1125.9 10.8 3:7 1.8 9.6 
1 4.0 24.6 10.3 3,2 1.8 9.3 
14.0 5.2 28.6 1552 5.8 Dee 5.3 
14.2 С РЕЯ 13.8 6.6 2-2. 5.3 
—_„—  —ы 
10.4 4.7 19.4 8.5 10.9 
8.7 5.7 | 20.0 8.4 11.6 
8.2 5.4 20.1 9.0 11.1 
136, 5 old 5, 19.6 
12 See lOc, 19.4 
1252 9.7 24.0 
9.2 5.321.6 14.4 2.6 2.3 2.3 
8.4 5:79122:5 15.7 2.4 Zl 2.3 
8.4 4.2 
6.8 6.6 25.6 20.7 2 is) 1.3 
10.8 4.0 17.2 9.0 1.8 0.8 5.6 
10.4 3.4 17.8 10.0 LS? 0.9 a2 
10.1 2.9.5319 :6 9.8 3.8 4.0 
9.5 2.6 14.8 8.2 3.0 3.6 
— 33 —_ 
2.4 826.1 14.0 12.1 
2:48 *26.2 13.9 155) 
16.1 


Source: As for table 4.1. 


@ Not strictly comparable to annual figures, due to methodological changes introduced in 1976. 


jects of particular importance in energy and fuel and other 
sectors have been designated for special treatment; 
planned allocations of materials for their construction, 
including imported materials are to be irreducible. 


In no country for which figures are available has the 
situation improved in this respect compared with perform- 
ance during the first half of this decade, and indeed it 
appears to have fallen off in most countries in 1978. Data 
on the ratio of completed investment to gross fixed capital 
formation showed mixed performance during the current 
plan period except in Hungary, where the ratio was sub- 
stantially below previous levels in both 1976 and 1977—the 
latest year for which figures are available (table 4.6).°° 


59 This indicator should be used with caution, since it is affected 
by the large number of project starts undertaken at the beginning 
of a plan period. 


In the other countries, improvements registered in one of 
the two years have not been sustained. In Bulgaria, the 
ratio fell in 1976 to below the average level for the pre- 
ceding five years, but an improvement took place the 
following year. The plans for investment completions 
were reported to have been fulfilled by only 76.6 per cent 
11 1978, but there was a sharp fall of 4.3 percentage points 
in a related indicator—the share of uncompleted invest- 
ment in total gross fixed capital formation. In Czecho- 
slovakia and the Soviet Union, the only two other coun- 
tries for which up-to-date figures are available, the ratio 
of completed investment to total gross fixed capital 
formation rose by 4.9 and 2.3 percentage points respect- 
ively in 1978, though in both cases investment completions 
in that year were below the average for 1971-1975. This 
represented, nonetheless, a sharp improvement over 1977 
for the two countries, though the average level of this 
ratio in 1976-1978 rose above the 1971-1975 level only 
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in Czechoslovakia; it was slightly lower in the Soviet 
case, and is moreover about 10 per cent below the figure 
planned for the 1976-1980 period as a whole. In the other 
countries, the ratio showed a sharply falling trend in 
1977 in Hungary and Romania, after an improvement in 
1976. In both countries, the average for the two years was 
well below the 1971-1975 level, and in Hungary it stood 
about 8 per cent below the level planned for 1976-1980. 
In Poland, the ratio improved in 1977 after falling in 
1976, but the average for the two years was still somewhat 
below the level of 1971-1975. In 1978, the plan for invest- 
ment completions was underfulfilled. 


(iii) Allocation of investment by sectors 


In most countries of the region, there were substantial 
rises in the share of investment directed to the material 
sphere during the first two years of the current five-year 
period, compared with 1971-1975 as a whole (table 4.7). 
In Czechoslovakia, industry and especially transport have 
been the main beneficiary sectors, while in Hungary and 
Poland the shares of industry and construction have 
both risen. In Hungary, the combined share of agriculture 
and industry together have been higher than the five- 
year plan specified for 1976-1980 as a whole.®° In 1979, 
the Polish plan envisages a considerable fall in investment 
allocations to the material sphere, and especially to 
industry. In the Soviet Union, the main reallocation since 
1971-1975 has been in favour of agriculture, industry, 
and, though to a lesser extent, construction; compared 
with the five-year plan provision, the share of industry 
up to 1977 at least was somewhat lower than might have 
been expected. The high share of agriculture will be 
maintained on present indications throughout 1981-1985 
(see section 2, Agriculture, above). In Bulgaria, the share 
of the material sphere in investment allocations remained 
virtually unchanged in 1976 and 1977 as compared with 
1971-1975, though within the total an increasing share 
of resources was devoted to transport at the expense of 
agriculture and construction. Only in the German Demo- 
cratic Republic and Romania did the share of the material 


60 See foot-note to table 4.7. 


sphere in investment decline in 1976-1977 in relation to 
the previous five-year plan period. The biggest relative 
fall in both cases was registered in industry, agriculture 
and transport also lost ground in the German Democratic 
Republic but both improved their relative share of invest- 
ment resources in Romania. In both countries, the share 
of construction also increased considerably. Some change 
in these proportions was observable in Romania in 
1978—the share of the material sector as a whole rose 
compared with 1977, and investment in industry increased 
slightly, though its proportion remained substantially 
lower than the five-year plan provisions. A slight fall is 
foreseen for 1979, though the share of industry will 
climb very steeply, at the expense of all other material 
sectors and especially of agriculture. It is noteworthy 
that the share of the construction industry, which rose to 
higher levels during 1976-1978 compared with 1971-1975, 
is planned to fall very sharply during 1979 to the propor- 
tion laid down in the Romanian five-year plan. For the 
German Democratic Republic, a substantial rise in the 
share of investments devoted to industry took place in 
1978 and a further increase is planned for 1979. 


Reductions in the share of investments in the non- 
material sphere in 1976 and 1977 has particularly affected 
the share of the housing sector in Czechoslovakia and 
the Soviet Union as compared with 1971-1975; the share 
of housing in the latter country in the two years was 
smaller than specified in the current five-year plan, and 
well below its share in 1971-1975. In Poland, housing 
maintained the share in total investment which it had 
held during the previous plan period; its relative position 
is planned to improve very sharply in 1979, when it will 
take up all of the increased share of resources which it is 
planned to allocate to the non-material sectors. In Bul- 
garia, where the share of investment in the non-material 
sphere remained unchanged in 1976-1977, little shift 
occurred in relative investment allocations within the 
non-material sector apart from an increase in the share 
of public health. In the German Democratic Republic, 
the share of housing rose compared with 1971-1975. A 
similar development took place also in Romania, where 
such allocations in 1976-1977 took up a considerably 
bigger share of total investment than was foreseen in the 
five-year plan: though its share began to decline in 1978, 
it still remains above the five-year plan provisions in the 
1979 plan. 


5. CONSUMERS’ INCOMES AND SUPPLIES 


(i) Incomes and incomes policies 


In the course of 1978, a rise of around 3 per cent in 
real income per head of population took place in most of 
the countries of the region (table 5.1). Some deceleration 
in the rate of increase in real incomes in Hungary and 
Poland (and probably also in the German Democratic 
Republic) was in line with expectations based on the 
plan, but the cutback in growth was more pronounced 
than envisaged in the plan for Poland. Gains in Romania 
were mainly due to the completion of the first stage in 
the wage-increase programme. 


Money incomes, which are the biggest element in the 
total income of the population (around 80 per cent), grew 
at rates ranging from 3.5 per cent in Czechoslovakia and 
the German Democratic Republic, to about 9 per cent 
in Hungary and Poland (table 5.2). In these latter two 
countries and in Romania, however, part of the above- 
average rise in money incomes was absorbed by increases 
in consumer prices. 


In 1978 nominal wages and salaries in some countries 
expanded faster than in the previous year, and in countries 
where plan targets were given the gains were in general 
also higher than foreseen (see text-table). In Bulgaria, this 
followed a modest increase in 1977. Increases in the 
remuneration of wage- and salary-earners in the non- 
material sphere in the Soviet Union and Hungary, and 
the extension of wage supplements for shift work in 
Hungary, should be mentioned among the accelerating 
factors. In Poland, part of the growth resulted from 
increases in the minimum wage level and in Romania it 
resulted from the completion ahead of schedule of the 
first stage in the wage rise programme already mentioned. 


In all countries the five-year plan’s wage-policy objec- 
tives were implemented in the course of the year. Steps 
were taken to redress the relationship between wages and 
productivity growth. Progress was reported in the imple- 
mentation of an incentive wage system to promote 


efficiency in Bulgaria.“! Henceforth, increases in the enter- 
prise wage fund will be closely linked to productivity 
gains. In 1978, in accordance with wage policy objectives 
there was an above-average (3.1 per cent) increase in 


wages and salaries in transport (3.7 per cent) and industry 
(3.6 per cent). 


In 1978, measures designed to improve efficiency were 
introduced on an experimental basis for a three-year 
period (1978-1980) at certain enterprises in Czechoslovakia. 
The wage funds in the enterprises involved ® are deter- 
mined by net and not gross production results, as hitherto. 
In the literature, mention was made of the necessity for 
a new approach to rewards, bonuses, etc. Until now such 
payments have often been treated as virtually automatic 
wage supplements.** At the beginning of 1978 new rules 
governing the remuneration of senior workers were 
introduced; these take into account the fulfilment of 
plans laid down for the commodity structure of production 
and sales. 


A new payments system introduced in the German 
Democratic Republic provides for wage incentives directly 
linked to productivity. During 1978, some 600,000 pro- 
duction workers in 700 enterprises and combines were 
paid according to the new wage scales designed to increase 
the share of basic wages in total earnings. Similar per- 
formance-based salary increases have been implemented 
for 30,000 foremen. 


The application of wage fund control, which is consid- 
ered to provide an incentive for productivity increases, 
was expanded to more than half of Hungarian enterprises: 
the aggregate wage fund may be adjusted in accordance 


61 Rabotnichesko Delo, 1 November 1978. 


62 The experiment was introduced in 150 industrial enterprises, 
9 trading companies and 21 research institutes, with a work force 
totalling nearly half a million. 

83 Czechoslovak Economist Digest, Prague, No. 2, March 1978, 
Dy 22 


Average monthly nominal wages 


a 


Average monthly 


wages and salaries 
in national 


Annual percentage change 


currency units Plan Plan 

Country 1978 1976 1977 1978 1978 1979 
Bulgatiage of oes ewe oars ae 156 14a 2.0 3.1 me 
Czechoslovakia ...... 2517 2.8 3:5 3:0 a8) 2:7 
German Democratic Republic. ... . 980 3.0 3.4 sea 3.5 a 
Hungary $242, core Go is) yeahs эх 3 500 Sal a ABD OY GY) 
РОО Па i tne se 4 680 уе es! 2.8 5.7 6.5-7.0* 
ROMANIA sh cecal ии. 2011 8.3 Bo 19.3 OK) 
боевое. 160% Bum hop PhS В 9 HRS 


О 


Sources: Аз for table 5.1. 


@ Earnings plus payments and benefits from social funds total 219 roubles per month. 
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TABLE 5.1 
Real income and real wages 
(Annual percentage change) 


Real income per head 
of population 


Bulgaria 
197 GM rs eee ease era: 4.6 
1977 eae isco ЗС 0.6 
Planti97S sks. one Slee 3.6 
1978 А: See Ts coh eee Е 
Рай 19791. Bia Ack © 3.2 
Plan 1976-1980 ........ 3.7 
Czechoslovakia 
с 
т О ое 3.3 
1977 ec ры eS 
Planel9 78 mae oa a ae 2 
Ем, смо os Marek 
Рац. Го. 


Plan 1976-1980 


German Democratic Republic 


о ce oe es, Mos 5.0 

ТОВ ees eee 5.9 

Е 22a es HESS г 

ОЕ See а 2: 

Ра 197 ие. аа st 

Plan 1976-1980 ....... 3.9-4.2 

Hungary 

1976 ees 1) So ee: 0.8 

1977 sae deo mice рожей 2 4.5 

Plangl977.8 Geeta tacos sree: 3.0-3.2 

197 Sire ee eae ke 3.0 

Planvi979N ee ete cas 2.0 

Plan 1976-1980 ....... 3.4-3.7 

Poland 

О о Se eh tee oe ee 7.1 

VIC RA eS" а В ана 6.1 

Ра ее 4.0 

О cae 3, О to ес 0.4 

Plan 1979 нее 1.1-1.4 

Plan 1976-1980 ....... os 


Real wages per wage- or 
salary-earner 


Real wages per wage- or 


Real income per head 
salary-earner 


of population 


Romania 
a 
0.8 8.7 5.8 
0.4 4.0 5.5 
‘ Si aS 
3.165 Tey 8.3 
. oe 6.7 
3.1° 6.2-7.0 See: 
Soviet Union ’ 
2.0 3.7 3.8 
2.0 35 2.9 
poh 3.0 2.4 
3.05 3.0 3.0 
2.75 3.3 1.8 
2.5-2.8 6 3.9 3.2 
Byelorussian SSR 
b 
3.0 6.0 aie 
3.2 4.0 2.6 
и 3.4 2.8 
3.56 4.0 2:5 
: 3.7 3.0 
4.0 4.1 
Ukrainian SSR 
b 
0.1 5.0 4.7 
Saf, 3.0 2:2 
2.8-3.0 3.0 1:5 
3.0 3.0 De, 
1.0 3.5 2.0 
2.7-3.0 95 2.8 
3.9 
2.3 
1.8 
—2.64 
1.5-2.0 
3.0-3.4 


i 3 


Sources : National statistics, plans and plan-fulfilment reports. 
а Increase in wage funds in real terms. 

> Average nominal wages. 

с Money income in real terms. 

@ Derived from index of nominal wages and cost of living. 


with total production increases (in terms of value added), 
or with decreases in employment, on the basis of centrally 
established coefficients. Tighter wage regulation will also 
be imposed in 1979, in order to confine wage increases 
within the planned framework and to increase their 
incentive role.** A further stage in the planned increase 


64 In the last three years (1976 to 1978) wages and salaries were 
permitted to rise by 1.5 per cent, irrespective of enterprise per- 
formance. In 1979 this possibility, in general, will be suspended 
temporarily in cases where wage controls (average wage level or 
wage fund) are linked with enterprise performance. In 1979 wage 
increases without any levy payments (up to a 6 per cent increase) 


of wage, salary and shift wage supplements was introduced 
during 1978. On 1 July 1978, supplements for afternoon 
shifts were increased by 20 per cent, and for night shifts 
by 40 per cent, in all enterprises which did not benefit 
from similar measures in the previous year. Rises in shift 


will be allowed only in the event of an increase in the wage-rise 
indicator (in the case of average wage level control), or propor- 
tionately to production (value added) increases (in the case of 
wage fund control). Tax-free wage increases will be limited to 
4 per cent (instead of the earlier 4.5 per cent) for 1979 where the 
annual increase of the average wage level or wage fund is centrally 
regulated. 


С 


onsumers’ incomes and supplies 


SSS ee 


TABLE 5.2 
Money income 
(Annual percentage change) 


о оо 


Total 
money 
income 


Wage and 
wage-like 
income 


Income 
from 


Period agriculture 


Pensions and 


50. 


Total 


Pensions and 


cial benefits Total Wage and Income social benefits 
money wage-like from 
Pensions income income — agriculture Total Pensions 


ee ee и ns ЕСИ ae on Gel ee ee 


Bulgaria Hungary 
ve к en ee 6.9 5.5 7.4 6.1 5.6 —0.2 13.8 19.1 
PNR IIS tH SP 1.9 5.6 8.3 9.6 7.3 17.1 9.8 12.5 
а а 8.6 9.3 6.4 7.4 £6 
Czechoslovakia Poland 
a 
IO ee ae, eee 4.9 4.0 —1.1 8.7 12.9 12.1 10.6 21.7 15.5 16.6 
ГО ASR Ba eee aera 4.5 4.7 1.1 3.5 3.3 12.3 9.0 14.2 17.2 22.8 
Plane! 97S eer Mesa te 4.1 3.6 am 5.5 6.6 4.1 7:5 22.0 24.0 
ths ов ae ee 3.5 4.1 2.6 9.06 6.7 : a 14.7 
BRITS Aiea IR oF 4.3 7.6-7.9  6.5-6.8 8.6 
Plan 1976-1980... ... пери | ово 
German Democratic Republic Soviet Union 
У оо ccd So ees З7 4.4 1.9 5.8 5.9 4.8 5.7 4.9 
197 НУ L090 Ts ES 5.4 4.7 13.0 4.5 4.6 4.0 4.1 5.4 
215019782 36a Е: 4.0 ve 3.7 4.0 oe 2 
1978 Beene Tals oF Sak 3.5 4.5 5.0 4.4 
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Sources: As for table 5.1. 


No e : Figures are for gross income, except for the German Democratic Republic, Hungary and Poland, for which they are for net income. 


а Private sector only. 
> Total income in nominal terms. 


supplements in 1978 affected about 220 thousand manual 
workers, and followed an increase affecting 700,000 per- 
sonnel in 1977. On 1 October, а 20 per cent increase in 
the salaries of doctors was announced, together with 
rises of 10-17 per cent for other health personnel; these 
measures affected 85,000 people. 

In Poland, minimum wages were increased for the 
fourth time during the present decade. The statutory 
‘minimum monthly wage rose from 1,400 to 1,600 zlotys 
(equivalent to a rise in the hourly wage rate from 7.30 to 
8.20 zlotys) with effect from 1 May 1978; this increase 
affected about 570,000 personnel. A simultaneous increase 
for a further 400,000 employees earning only slightly 
more than the new minimum wage was also promulgated. 
These measures combined brought wage increases to 
more than 8 per cent of total wage- and salary-earners in 
the socialist sector. 

In Romania, the first stage of a programme on general 
wage increases was completed during the course of 1978. 
The implementation of these measures brought about 
increases in remuneration of 15.9-19.2 per cent for 6.8 mil- 
lion employees. At the same time a series of measures to 
improve the efficiency of labour and to increase incentives 
to workers were introduced in the second half of the 
year: in particular, wage funds have been calculated since 
1 July 1978 on the basis of the net value of enterprise 
output. New regulations also provide that part of profits 
be retained by enterprises for the formation of develop- 


ment, house construction, social and profit-sharing 
funds. ®® 


In the Soviet Union average monthly wages and salaries 
increased in 1978 by 3 per cent to 160 roubles—faster 
than the 2.4 per cent growth envisaged in the annual plan. 
The process of increasing basic wage and salary rates for 
personnel in the non-material sphere, begun in December 
1976, continued, and the full impact of rises given in 
December 1977 was felt during the year. These rates 
have now been raised in the Far North and similar local- 
ities, the European North, the Far East, Siberia and 
—from 1978—in the Urals, Kazakhstan, Central Asia, 
the Volga region and the Volga-Vyatka region. The 
implementation of measures to improve pay and working 
conditions in the coal and shale industry and in mine 
construction continued. Wages were also raised for 
certain categories in some other branches of industry 
(metallurgy, textiles), in construction and in agriculture. 


In 1979, measures raising the wages and salaries of 
medium-paid categories of earners in the non-material 
sectors are to be implemented in full for all regions of 


85 About 3 per cent of the profit is to be allocated to the profit- 
sharing fund. Those producing for export may get bonuses which 
could amount to 2 per cent of foreign exchange revenues achieved 
beyond the planned targets (Agerpres, 26 March 1978). 
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the country. This will affect 18 million persons.*® A long- 
service pay award for workers with difficult working 
conditions in the coal, oil and gas industries is also to be 
introduced. 


Emphasis has also been placed on intensifying the 
incentive role of wages and wage-like incomes. In the 
German Democratic Republic it occurred from a wider 
use of the new incentive system; in Hungary in the 
implementation of a further stage in shift wage supple- 
ment increases. The establishment of the profit-sharing 
fund, export-promoting bonuses, social and housing 
funds in Romania also gave additional incentives. In the 
Soviet Union, enterprise executives have received bonuses 
since the beginning of 1978 which are determined dccord- 
ing to the extent. to which they fulfil contracts. (This 
makes possible a more objective determination of whether 
or not enterprises are satisfying the needs of consumers.) 
New regulations on the bonus system for technological 
innovation also came into force in January 1978. Now 
bonuses are based on the actual savings of the new 
technologies developed and not on the estimated future 
benefits. One Soviet source 67 recommends use of the net 
output index to determine productivity and wage fund 
norms; this would encourage not only growth in labour 
productivity but also savings in material resources. 
Similar arrangements have been introduced recently in 
other countries of the region (Czechoslovakia, Romania). 
The source also suggests the possibility of allowing dif- 
ferential rates of growth for wages and salaries in order 
to facilitate incentive payments to workers in enterprises 
where labour productivity performance has been good. 


At the same time, an increase in minimum monthly 
wages (Poland) and an increase in middle echelon remu- 
neration (Soviet Union) should lead to a further narrowing 
of occupational wage differentials. 


The development of agricultural incomes was related to 
the level of agricultural performance. In the Soviet Union, 
policies aimed to grant higher income increases to agri- 
cultural than to non-agricultural earners, and to bring the 


66 One of the major objectives of the wage and social policy 
programme in the current five-year plan is to raise basic wage 
and salary rates for 31 million medium-paid employees in the non- 
material sphere. Among these are 10 million working in education, 
health and culture, 11 million in trade and catering, 4.5 million 
in research, design and planning organizations and 5.5 million 
elsewhere in the non-material sectors. 


87 Prayda, 23 March 1978. 
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income levels of collective farm members closer to that of 
other workers. In accordance with five-year plan inten- 
tions, collective farmers’ pay from work on collective 
farms grew by 4.4 per cent in 1978; this was more rapid 
than the average rise in wages and salaries. The average 
monthly pay of farmers increased from 28 roubles in 
1960 to around 110 roubles in 1978. Earnings from sub- 
sidiary plots are an additional source of income for rural 
families. This element constitutes only 1 per cent of total 
family income for industrial workers, but amounts to 
27 per cent in the case of collective farmers. The real 
per capita income of collective farmers (including earnings 
from subsidiary plots) amounted to 85 per cent of the 
real per capita income of workers and employees in 1976, 
as against 75 per cent in 1965. In Bulgaria, measures were 
taken to strengthen the incentive elements of agricultural 
wage payments. The level of bonuses paid for achieving 
higher production and procurement of grain was raised 
in 1978, and such bonuses may now amount to two 
months’ wages. A new remuneration system was also 
introduced, which took into account regional variations 
in operational factors and natural conditions. In Poland, 
agricultural incomes developed in line with procurement 
price increases aiming at stimulating the output of 
livestock products. 


In 1978, payments and benefits from social consumption 
funds were again an important supplement to incomes. 
Contributions from social funds to total incomes of the 
population accounted in 1977 for 20 to 22 per cent in 
Poland and Romania, 29 per cent in Hungary and 32 to 
35 per cent in the Soviet Union, Czechoslovakia, the 
German Democratic Republic and Bulgaria (see text 
table). Increasing payments from social consumption 
funds included rises in pensions (in Hungary, Poland, 
Romania and the Soviet Union), higher financial supports 
to large families (in the German Democratic Republic), 
the introduction of maternity benefit on the birth of a 
child (in Poland). Increases in social funds also provided 
for rises in the level of medical and educational services: 
expenditure quotas for food and medicines in health 
establishments have been increased and text-books in the 
lower grades of general education have now become free 
of charge in the Soviet Union. 


In the German Democratic Republic recent measures 
have been introduced which are in line with social 
policies designed some years ago to stimulate the birth 
rate; the first population increase in a decade is now 
expected in 1978. At the beginning of 1978 there were 


Social consumption funds 


Percentage share : 


Annual percentage change 


total income of 


Country у Рори ото _ 1976 1977 fons 1978 1970 
Вшрана до sae): See 35 6.1 1..4.2. 15.54. 50153 
Gzechoslovakidien-w ее ae 33 7.6 ye ne 4.1 Bd 
German Democratic Republic. ... . 34 10.6 9.0 3.2 3.4 5.8 
Hungary. о ee 29 11.6 10.4 с a ae 
Poland ji ee ee 20 16.8 14.2 ых и. Bhs 
Romania’ ieee ot een acute cure mee ae 22 8:4 5.9. 8:01 7.0% 635 
О о р ee Во дано чу Saar ана: 


SS 


Sources: As for table 5.1. 
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more than 126,000 families with four or more children; 
they and single-parent families with three children are 
already receiving increased financial support for rent, 
household purchases and for visits to cultural, sports and 
leisure centres. About 300,000 children from these families 
get free schools meals, following recent enlargement of the 
scope of this provision. A decree published on 3 October 
1978 provided for a 3-day extension of annual leave for 
6.5 million employees. One million workers, mainly shift 
workers, but also those employed in particularly demand- 
ing jobs, young people and apprentices, will be entitled 
to 4-6 days’ additional leave (instead of 3 only) per year. 
Mothers with two or more children also qualify for the 
higher entitlement increase. 


Pensions automatically increase by 2 per cent annually 
in Hungary, subject to a minimum absolute level of 
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increase which was raised on 1 January 1978 from 50 to 
70 forints. (In the case of minimum pensions, this means 
about an 8 per cent increase.) From 1 January 1979, in 
addition to the yearly automatic increases cited above, the 
pensions of 1.3 million persons—more than two-thirds of 
all pensioners—will be increased. 


New maternity allowances were introduced with effect 
from 1 May 1978, in Poland. A lump sum of 2,000 zlotys is 
paid on the birth of a child. Under the Law of 27 October 
1977,88 which has been partially effective since January 
1978, about 55,000 farmers have been granted old age 
and disability pensions at the rate of 2,300 to 2,400 zlotys 


88 For details see Economic Survey of Europe in 1977, Part I, 
chapter 2, p. 152. 


TABLE 5.3 
Consumer price index 
(Preceding year = 100) 


Country and year Total 


Bulgaria “ 

Обе 100.2 

о BC. <a 100.4 
Czechoslovakia 

И ea 100.8 

1 АР: 101.2 
German Democratic Republic 

19760" oe ee ey ee 100.0 

ПО ee, ees: 99.8 
Hungary 

WOT Geet fer ee 105.0 

Е". 103.9 

Plan1978 =) oe 104.0 

1978 Oo re ae Be 104.6 

Рио? 104.7-104.9 
Poland 

Побит BR 104.4 

197 ae PANO ide: 104.9 

Рай. 1978. 101.0 ‹ 

ПО ОИ 108.5 

Plat 9 с. 1054 
Romania 

19768 ee. Be eS 100.7 

LOTT ae gatos СО. 100.5 

Рад 1978 ве. 103.7-104.3 

1978) 2c, Seen а 102.2 
Soviet Union % 

У, Vers 100.0 

ет ee ee 100.3 


Sources: As for table 5.1. 


Food Non-food Services 

100.4 100.0 

100.4 100.4 

101.3 101.0 100.2 

101.4 101.6 100.6 

100.0 100.0 100.0 

100.0 99.7 100.0 
@ а 

105.7 105.0 102.4 

105.6 102.7 103.2 
b 

104.6 106.0 103.2 

107.4 104.7 104.8 

е 

100.6 102.6 

100.9 101.0 

100.0 100.0 

100.0 101.0 


@ Retail price index. In the case of Bulgaria, data are for State retail price changes. 


> Excluding alcoholic beverages. 
¢ Derived from index of nominal and real wages. 


а Derived from index of nominal money income and real income. 


е Rent, 
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per month. At the same time family allowances have been 
introduced for farmers’ families. Rises in old age and 
disability pensions, and in benefits for farmers, are en- 
visaged in the plan for 1979. Retirement pensions are to 
be increased by 21 per cent—the monthly minimum rising 
to 1,625 zlotys. 

On 19 December 1978, a decision was taken in Romania 
to increase invalidity pensions by more than 50 per cent. 
The monthly invalidity pension rose to 1,400 lei in the 
case of persons receiving full invalidity payments, and 
to 1,250 lei for persons slightly less incapacitated. Family 
allowances were also raised by 10 lei per month. 


In the Soviet Union increases were announced in retire- 
ment benefits for certain categories of collective farmers; 
the minimum monthly old age pension will be raised from 
20 to 28 roubles on 1 January 1980, and disability pen- 
sions in Group I will rise from 30 to 45 roubles per month, 
and in Group II from 20 to 28 roubles. Additional benefits 
are already being paid to war invalids and their families 
with effect from 1978. 


(ii) Consumer prices and price policies 


In 1978 price stability for basic consumer goods was 
maintained in all the countries of the region. Adjustments 
in most countries remained within the planned framework 
and the changes were, in general, small (table 5.3): in 
Bulgaria and Czechoslovakia they probably amounted to 
less than 1 per cent, and no change is expected in the over- 
all consumer price index of the German Democratic 
Republic and the Soviet Union. In the latter country, 
price increases for some goods were accompanied by 
large-scale price reductions which probably kept the 
aggregate index virtually unchanged. Larger than planned 
price increases in Hungary (4.6 per cent) and in Poland 
(8.5 per cent) were more than compensated by faster rises 
in nominal money incomes: in Hungary increases in real 
wages and real incomes were guaranteed, and have been 
fulfilled at the level foreseen in the annual plan (a 3 per 
cent increase in both indicators). The price index in 
Romania went up by 2.2 per cent in 1978, but money 
incomes of the population in nominal terms exceeded the 
previous year’s level by an estimated 11 per cent. An 
average 25 per cent rise in the price of alcoholic spirits 
took place in Czechoslovakia, Hungary and Poland. As a 
consequence of world market price movements, the retail 
price for coffee was stepped up in Hungary, Romania 
and the Soviet Union. 


Policies to maintain retail price stability for basic 
foodstuffs were supported by budget subsidies. These 
amounted on average to about 25 per cent in comparison 
with the total expenditures on food, with the range 
extending from 21 per cent in the Soviet Union to 30 per 
cent in Poland. 


State subsidies as percentage of consumers’ 
expenditures on food 


C@zechosiovakiay и. о tenes 25 
German Democratic Republic . . 28 
Hungary ость 25) 
Poland "sree Ех ОВЕН 30* 
Soviet: Union) = т о в Die 


Sources: As for table 5.1. 


Note : Data refer to 1977 for Czechoslovakia and the German Democratic 
Repwbdlic and to 1978 for the other three countries. 


Recent economic developments in eastern Europe and the Soviet Union 


Subsidies on services were, most probably, relatively 
larger. It was reported that in the German Democratic 
Republic passenger transport fares cover only 30 per cent, 
and in Hungary less than 50 per cent, of real costs. In 
the Soviet Union, rent and payments for municipal 
services (electricity, gas and central heating) cover less 
than one-third of State expenditures for these purposes. 
The 1977 share of State expenditure for maintaining the 
housing stock in total social consumption funds amounted 
to almost 7 per cent in the German Democratic Republic, 
to over 6 per cent in Poland, to 5.6 per cent in the Soviet 
Union and to 2 per cent in Hungary. 

Information is available for Hungary on the structure 
of subsidies and taxes by type of consumer goods. Sub- 
sidies are granted mainly for basic foodstuffs, fuels and 
public utility sectors, while taxes are levied largely on 
tobacco, beverages and cars. 


Subsidies and taxes on retail prices in Hungary 
(Percentage of retail price in 1977) 


Turnover 
Subsidies taxes 
Basic foodstufisy с een een 26 
of which: 
Meat and meat products. ...... 16 
Milk and dairy products. ...... 66 
Cereals: ig oi ace eis: ге: ee 26 
Tobacco.and beverages ......... 38 
Clothing ow). Acc ates eas tistics) 2 5 
Сато. оао чом ae oe О № 31 
Тесвосайрго вос ое 7 
Chemical!products Е 11 
uel а В наскоро 38 
а (SF Sy Leer ce 40 
of which: 
РИБИ ап роге aie eee Gene ee 117 
Heating whotiwaterae ue mae eee ne 168 


Sources : Népszabadsdg, 20 June 1978: Pénziigyi Szemle, August-Sept 
1978, р. 576. ‘i st, igh и 


In Hungary the policy of adjusting consumer prices to 
costs was continued in 1978 and accounted for the greater 
part of the increase in the consumer price index. The retail 
price of coffee went up by an average of 50 per cent, of 
chocolates and sweets by 25 per cent, and of tropical fruit 
by 8 per cent. With effect from 5 April 1978, the retail 
price of some textiles was raised by 4-14 per cent, but there 
were also reductions which kept the price level stable in 
this group. A 25 per cent increase in the price of spirits 
came into force on 24 July; there was also an unforeseen 
increase in vegetable prices because of poor crops. The 
4.6 per cent rise in the consumer price index in 1978 was 
slightly higher than stipulated in the annual plan (4.0 per 
cent). The plan for 1979 provides for a maximum increase 
in consumer prices of 4.7-4.9 per cent. In accordance with 
this, with effect from 8 January 1979 the price of petrol was 
increased by an average of 25 percent, beer, tobacco and 
cigarettes prices by 20 to 30 per cent, and rice by 50 per 
cent. From 1 February 1979, newspapers will cost an 
average of 40 per cent more.®® 


6° Népszabadsdg, 7 January 1979. 
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As in preceding years, prices for basic food products 
remained stable in Poland. Disproportions between 
highly subsidized prices of food and those of manufactured 
products have been increasing. It looks as if the orientation 
of policy makers is to solve it gradually by increasing 
supplies of agricultural products and by shifting consumer 
demand towards industrial goods, in accordance with 
suggestions made by the committee appointed to work 
out a policy for the price of basic foodstuffs. From 
19 March 1978 the retail prices of petrol and diesel oil 
went up by an average of 20 per cent. Taxi fares were 
increased accordingly. As from 28 May, the prices of 
alcoholic drinks were raised by an average of 25 per cent. 
In 1978 the cost-of-living index showed an average 
increase over the previous year of 8.5 per cent. The 
expected increase for 1978 was 1 per cent according to an 
index derived from nominal and real wages. An increase 
of about 5 per cent is foreseen for 1979. 


There was some acceleration in the increase of consumer 
prices in Romania in 1978, but rises remained below the 
over-all limit set by the yearly plan (an increase of 2.2 per 
cent against the 3.7 to 4.3 per cent scheduled). New price 
scales in construction were introduced on 15 June 1978 
intended to overcome the year’s loss of 120 million lei 
on building and repairs (building costs for a standard 
apartment increased from 45 lei to 60 lei per square 
metre). Increases were introduced on 1 June in public 
transport fares. They will take effect in two stages; until 
1980 subsidies will continue but at a reduced level— 
roughly one-third of their present value. After 1980, 
public transport is to be self-financed. 


On 1 March 1978 changes in some retail prices—mainly 
reductions—were announced in the Soviet Union.’° 
However, the price of basic necessities and the over-all 
cost of living remained unchanged. Price reductions of 
10 to 30 per cent were announced over a wide variety 
of products among them prices for many kinds of clothing 
(down 15 to 30 per cent), footwear (down 17 per cent), 
black and white television sets and spare parts for them 
(down 20 per cent), household refrigerators (down 15 per 
cent), etc. The retail price for coffee rose to 20 roubles 
per kilogramme, and retail prices for chocolate confec- 
tionery grew by an average of 30 per cent. Retail prices 
of gasoline went up to 15 to 20 kopeks per litre and the 
cost of servicing and repair of cars by an average of 35 per 
cent. Invalids who receive vehicles either free or at a 
reduced price will be compensated for the higher prices 
for gasoline, servicing and repairs and spare parts. 


(iii) Consumer supplies 


In recent years, comprehensive programmes for expand- 
ing output of foodstuffs and other consumer goods have 
been adopted in Poland and the Soviet Union. To stimu- 
late further the production and sale of agricultural pro- 
ducts, procurement prices for a wide variety of products 
were raised during 1978 in Poland and, from 1 January 
1979, they are to be raised in the Soviet Union. In almost 
all countries of the region, the role of subsidiary plots in 


70 Pravda, 1 March 1978. 


improving food supplies has been emphasized.”! The 
measures taken to improve supply included increases in 
imports of certain commodities.” In some cases innova- 
tions have been made, such as the creation of special 
shops for the sale of high quality products, though their 
share of trade has remained marginal in comparison with 
total retail trade turnover.’? At the same time imbalances 
in supply and demand were reported in high-quality 
consumer durables, fashion and new technology products. 


Various economic measures for the expansion of con- 
sumer-goods output have been taken in recent years in 
Bulgaria. The special “local self-sufficiency” programme 
adopted in 1977 with regard to the production and supply 
of fruit, vegetables, meat, fish, milk and eggs, proved 
effective; local production of the products affected was 
sufficient to meet demand in almost all localities. Thus, 
the burden on national trade organizations was eased and 
transport costs reduced. The implementation of the pro- 
gramme was partly a result of an expansion in the number 
of people eligible to cultivate a personal plot.74 


The fastest increase in retail trade sales during the 
current five-year plan period took place in Czechoslovakia 
in 1978. This was probably facilitated by further improve- 
ments in the supply situation. A significant acceleration 
in the growth rate of industrial deliveries to the consumer 
market—from 2.6 to 7.0 per cent—was planned for 1978, 
and in recent years almost complete self-sufficiency has 
been reached with regard to supplies of food of animal 
origin. 

An increasing demand for industrial consumer goods 
was reported in the German Democratic Republic, es- 
pecially for technically more sophisticated items (household 
equipment, furniture, cars, etc.) and for clothing. This 
demand, was, in general, met. Development was parti- 
cularly impressive with respect to sales of babies’ and 
children’s clothes, although in some cases demand rose 
faster than increases in domestic production and imports. 
Supplies of food and beverages were steady. There was 


71 The largest part of production of subsidiary plots are for 
self-consumption, thus easing the burden on the State and co- 
operative retail trade. Production above personal needs is 
sold mainly through procurement channels. 


Percentage share of sales in relation to production 
of subsidiary plots in 1975 


Gzechoslovakia ооо 30 
Hungary <4 изо hee 38 
Soviet Unions...) kee BORE ae с. Bons Be 20-25 


Source: Voprosy Ekonomiki, No. 7, 1978, p. 121. 


72 Several hundred thousand pairs of blue jeans were imported 
by the German Democratic Republic during 1978, and to meet 
domestic demand for jeans a co-production arrangement was 
reached between a Hungarian factory and Levi Strauss. 

73 In the German Democratic Republic the share of turnover 
of boutiques and delicatessen stores (special shops for high quality 
products of clothing and food) in total retail trade was 1.6 per 
cent, and that of inter-shops, where imported goods from market 
economy countries can be bought against convertible currency, 
was 0.7 per cent. (Neues Deutschland, 14 December 1978.) In 
Poland, larger towns also operate shops for sales of high quality 
products and inter-shops. 

74 The usage of subsidiary (personal) plots has been extended 
to workers, employees and pensioners and to enterprises with 
their own catering facilities. Earlier such plots were only available 
for members of co-operative farms. The surplus above the family’s 
requirements produced on these plots is sold to local consumers’ 
co-operatives. 
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TABLE 5.4 
Turnover of retail trade and services 
(Annual percentage change) 
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TABLE 5.4 (continued) 
Turnover of retail trade and services 
(Annual percentage change) 


Country and year 


Ukrainian SSR 
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Sources : As for table 5.1. 


Food Non-food Services 
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Note : Unless otherwise indicated, figures for turnover of retail trade are at constant prices, and data for services 


at current prices. 
“ Atcurrent prices. 
> Industrial services only. 
¢ Communal and co-operative sectors only. 
4 Supplies to retail trade. 


* Value of services (excluding social services) provided to the population. 


7 Excluding alcoholic beverages. 


an increase in supplies of meat and meat products (3.1 per 
cent) allowing a further rise in per capita meat consump- 
tion. This already exceeded the five-year plan target for 
1980 in 1977, when it reached a level of 83.5 kilograms 
per capita. 

In Hungary supplies of essential goods were steady 
in 1978. Supplies were tighter than in the previous year 
only for some kinds of fresh vegatables (paprika, toma- 
toes), due to unfavourable weather conditions. Generally 
satisfactory retail supplies were maintained in part by 
increased imports of consumer goods—which rose by 
11 per cent in the case of Soviet and east European pro- 
ducts—and by 7 to 8 per cent in the case of products 
of the market economies. The share of imported goods 
in total retail trade turnover was more than 18 per cent 
two-thirds of this coming from centrally planned econ- 
omies.’> The main contributor to increases in retail supplies, 
however, was domestic industry, which increased deliv- 
eries to the domestic trade network by 6.6 per cent in 
volume terms (January-November data); this compares 
with a rise of 3.6 per cent in 1977. Some consumer pro- 
tection legislation was enacted in 1978. A decree on the 
supply of spare parts and repair services for consumer 
durables, which came into force on 1 January 1979, 
obliges the producing or importing enterprise to provide a 
supply of spare parts and a repair service for six years 
from the date of sale, if the value of the durable is less 
than 5,000 forints, and for eight years if the value is 
greater than that.’® 


In Poland the plan for 1978 also emphasized the need 
to strengthen market equilibrium; it was specified that 
the rate of growth of production for the consumer market 
should exceed the fast rate of expansion of purchasing 
power registered in recent years. High subsidies on food 
deflected consumer demand towards high-quality food- 
stuffs, in particular towards meat. In order to encourage 
livestock farming and to increase the production of animal 
origin, procurement prices for pigs and cattle were again 
increased on 26 June 1978. These rises averaged 3.5 zlotys 
per kilogram for pigs, 4.5 zlotys for cattle. On 1 Sep- 


75 Vildggazdasdg, 20 October 1978. 
8 Népszabadsdg, 30 June 1978. 


tember the milk procurement prices were increased by an 
average of 0.50 zlotys per litre. No changes in retail prices 
were announced. These measures increased the income 
of farmers by 6 billion zlotys in 1978, and by 13 billion 
zlotys in 1979. On the basis of the recommendation of a 
work committee,”” the Council of Ministers’ Committee 
for the Internal Market has been established to provide 
permanent monitoring of developments in consumers’ 
demand and supplies. It was reported that the network 
of shops managed under lease was growing during 1978.78 
By the middle of September there were some 4,100 such 
shops and it is estimated that there were 200 more by 
the end of 1978. 


According to the plan for 1979, the bulk of available 
resources will be shifted to improve the supply-demand 
balance in the consumer sector. Agriculture and food- 
related production will account for 26 per cent of total 
investment allocations. Two other sectors designated as 
top-priority investments are health services (where allo- 
cations are to rise by 15 per cent) and housing construc- 
tion. Concerning the consumer durables, a special con- 
vertible currency fund has been established. This will 
provide finance for the import of such goods, though 
import preference will be given to imports of equipment 
and technology which will stimulate domestic production. 


A decree on the re-organization and development of 
the trade and public catering network has been published 
in Romania. Within this programme the establishment 
of a new chain of supermarkets has been decided. The 
hire-purchase system has been extended to cover purchases 
of additional durable goods in 1978. The development of 
light industry at rates similar to the growth of heavy 
industry was another characteristic of planned develop- 
ments in 1978, aimed at increasing the output and supply, 
of such items as footwear, knitwear, clothing, etc. 


77 Five teams were appointed in 1976 to work out the principles 
of a price policy for foodstuffs, to establish a programme to 
increase production for the consumer market, to investigate the 
possibilities for accelerating the development of agriculture and 
the food economy, and to prepare proposals to ensure imple- 
mentation of the housing programme. A further team was respon- 
sible for the preparation of a savings programme for the entire 
economy. 

78 For details see Economic Survey of Europe in 1977, Part I, 
chapter 3, p. 155. 
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TABLE 5.5 
New dwellings constructed 


Е 


i Average size 
New dwellings (thousands) aber orders 
Country and period Total State Co-operative Individual * 100,000 inhabitants (square metres) 


Е ик 


Bulgaria ae 
об т aaa 67.6 37.2 30.4 770 62.9 
1977 a Sok gees ee 75.9 40.5 35.4 860 61.9 
Plan. 1978200... 3. om eaten 82.6 ae is 930* at 
И aera 66.5 a 8 752 
Ра 2.96% cose 82.5 Oe р 930* 
Plan 1976-1980..... 420.0 

Czechoslovakia 
1976s ea ae a ne 132.5 59.8 33.1 39.6 888 68.9 
1977 о ee ans ae 134.8 55.4 39.3 40.1 897 70.1 
Plan1978 220 о 130.0 а of 5 a sid 
ПРЕ о oe rere ee 128.0 49.8 40.2 38.0 853* 
Ра 1979 ean 130.0 Е i a! в 
Plan 1976-1980..... 640.0 

German Democratic Republic ° 
об ee ene 103.1 54.6 37.4 11.1 615 60.8 
19778 Зо ее 106.8 54.5 40.5 11.8 637 61.2 
Рапп ee 111.2 1% en 10.6 С :% 
ОВ ета 111.9 56.9 43.1 11.9 668* 61.7 
Рае ао ae 114.4 х ~ un bi 
Plan 1976-1980. .... 550.0 247.5 247.5 55.0 

Hungary ee 
1976. 4. Se. 93.9 32.4 61.5 888 64.6 
1977. 45, ле: ИН 93.4 34.0 59.4 879 64.7 
Рац. 1978 os) eae 90.0 33.0 57.0 55 ыы 
и ИНЬ 88.0 oe es 822* 
Planti979 2 es ee ee 90.0 31.0 59.0 ae 
Plan 1976-1980. .... 430-440 150-160 280.0 

Poland 
Тб aac: bes ca c'egt cans 273.2 54.1 155.6 63.5 795 58.2 
Е een ee 275.9 49.6 152.7 73.6 795 61.0 
2130: 19782 оз eee er 313.0 а xe ee ee 
19 7S pees ae a ТРЕ 305.0 abs ts rae 870* 
Plan} 1979 Е: 337.0-341.0 a a6 = 3 
Plan 1976-1980..... 1 575.0 a Л 382.0 

Котата И ne 
ТО Ни 139.4 67.3 72.1 650 72.8 
са Bette #5 eres a 145.0 78.0 67.0 670 74.0 
Р1ап;1978} 3: ин 219.0 113.0 106.0 ee at 
ТОВ Ba. EA eee 166.0 94.0 72.0 756 
Р/ал 1979 с: 248.0 117.0 131.0 
Plan 1976-1980..... 1291.0 

Soviet Union 
обаянием 2113 1720 393 820 50.3 
И О К 2110 1 725 385 812 51.1 
РаПе cee 2200 ae Le Ae и. 
197.8 В ее 2100 с 801* 51.9 
Plan, 1979. S0iAsins ah 2 155 се 
Plan 1976-1980..... 11 000 


Sources: As for table 5.1. 
« Financed from State credit and self-financing by individual dwelling owners. 


> Excluding modernization of dwellings. The number of modernized dwelli 47,526 i i i i 
dwellings are to be modernized during the 1976-1980 plan period. ings was 47,526 in 1976, 55,919 in 1977 and $5,890 in 1978. A total of 2 millon 
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Increased output, wider variety and improvement of the 
quality of consumer goods have all been emphasized as 
key economic tasks in the Soviet Union. Progress made 
in implementing comprehensive programmes giving 
priority to consumer goods and services was reviewed at 
the end of 1978.1? Accordingly, there has been a marked 
advance in this sphere; in many fields the demand is now 
being fully met (clothing, footwear, etc.). There has been 
a shift in favour of modern, stylish, aesthetically pleasing 
items and towards more sophisticated products such as 
colour television sets, electronic watches, calculators, etc. 
The introduction of new models of household appliances 
broadened the range of choice (see text table below). As 
of 1 July 1977, half the 40,500 products bearing the State 
mark of quality were consumer goods.®° A programme for 
increasing the output and quality of products of children’s 
goods was adopted in November 1978. The share of food 
in household expenditures is to decline while that of 
services is to increase.®! It has been reported, however, 
that the possibilities of producing consumer goods in 
heavy industry enterprises were not fully utilized, and 
that investments in Group B industries (which specialize 
in the production of consumer goods) were less than 
planned.® Enterprises and production associations which 
produce consumer goods can now open retail stores, which 
can be exploited for the study of consumer needs; up to 
1978 42 such shops had been opened. 


Production and certification of household appliances 
in the Soviet Union in 1976 


Number of 
models certified 


Number of as in the highest 

models quality category 
РАЗУ соовововавобаюво < 47 6 
Washing machines............. 37 3 
Vacuum Cleaners. «certo cei s =. 26 1 
BlectricisNavers® еее 31 19 
Blectrictironss....2 2. acre soe 31 2 
TAD тесте cc cc ce eee. ss cies 28 — 


Source: Voprosy Ekonomiki, Мо. 12, 1977, р. 32. 


To increase material incentives for raising the output 
and sale of agricultural products (and also to strengthen 
the financial position of State and collective farms), the 
purchase prices of milk, wool, astrakhan, sheep, goats, 
potatoes and certain kinds of vegetables, will be raised 
by an average of 9 to 38 per cent from 1 January 1979. 
No corresponding change in retail prices is envisaged. 
Additional payments to farms resulting from these price 
rises will total about 3.2 billion roubles а year.®? 


79 Pravda, 20 October 1978. 
89 Уоргозу Ekonomiki, Мо. 12, 1977, р. 35. 


Se The structure of household expenditure 
in the Soviet Union 
(Percentage distribution) 


Determined 


Actual as reasonable 


Food and beverages ...... 41.5 37.0 
ФТ а ао бе о меб 23.0 22.2 
Cultural and household items . . 17.1 20.3 
Services (paid). .......-. 10.3 18.3 


Source: Ekonomicheskaya Gazeta, No. 22, 1978, p. 15. 
82 Prayda, 20 October and 28 November 1978. 
88 Pravda, 11 July 1978. 


In 1978 the rates of expansion of retail sales throughout 
the region were similar to, or somewhat lower than, those 
attained in 1977 (table 5.4). There was, however, an 
abrupt acceleration in the growth rate, in line with the 
rise of wages and salaries, in Romania and—to a lesser 
extent—in Czechoslovakia. The increase fell short of the 
planned rate of expansion by about 0.5 per cent in the 
German Democratic Republic and Bulgaria. In the 
German Democratic Republic, however, retail trade (and 
also incomes) have risen faster than planned in the first 
two years of the current five-year plan and were ahead of 
target at the end of 1978. In Bulgaria, the under-fulfilment 
of State and co-operative retail trade network sales targets 
was probably offset to a large extent by increased food 
supplies from personal plots. There was a marked slow- 
down in retail sales’ growth in Poland (in volume terms 
there was virtually no change compared with 1977), which 
reflected ess buoyant over-all production performance. 


(iv) Housing 


Housing continued to be a principal focus of attention 
in 1978. In Poland and Romania a significant acceleration 
in house-building took place (table 5.5). The very ambi- 
tious plans for 1978 of Bulgaria, Poland and Romania 
(in the latter country it implied an increase of more than 
50 per cent over 1977) were not achieved; but although 
the extent of under-fulfilment in Bulgaria and Romania 
was marked, it was less so in Poland. In Czechoslovakia 
and Hungary, where the five-year and yearly plans 
indicate some levelling off at their recent high absolute 
level, the plans were slightly under-fulfilled in 1978 after 
being over-fulfilled in 1976 and 1977. The number of 
dwellings built above the plan in the period 1976-1978 
was around 5,000 in Czechoslovakia and 15,000 in Hun- 
gary. In the German Democratic Republic the upward 
trend continued. The implementation of the annual plan 
in the Soviet Union again provided improved housing 
for about 11 million people. 

Housing construction is being carried out under a long- 
term programme in the German Democratic Republic, 
Hungary and Poland. 


The long-term 1976-1990 programme of the German 
Democratic Republic provides for the construction or 
modernization of 2.8 to 3.0 million dwellings. The rate of 
growth of dwelling construction under this programme 
during the first three years of the current five-year plan 
was faster than in the same period of the previous 
five years (housing construction, including modern- 
ization, increased from 121,800 dwellings per year to 
160,700 dwellings in the 1976-1978 period, or by almost 
32 per cent). From the text table overleafit can be seen that 
in the 1970s considerable attention was devoted to 
modernizing older dwellings at State expense, and a slight 
shift towards construction of individual family houses has 
occurred. (The share of individual family houses is to be 
increased from almost 8 to 10 per cent of all dwellings 
during the current five-year plan.) 


The second 15-year house-building programme for 
Hungary envisages the construction of 1,200,000 dwellings 
by 1990.84 The first 15-year housing development pro- 


84 Népszabadsdg, 14 October 1978. 
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Dwelling construction in the German Democratic Republic 
(In thousands) 


Я 


Plan 
1966-1970 1971-1975 1976-1980 1976-1978 


Newly-built dwellings . 297 400 550 322 
of which: 
Owner-occupied 
homes? Sh. LAr ft 31 55 35 
Modernized dwellings . 67 209 200 160 
Total 364 609 750 482 


Source: As for table 5.1. 


gramme, for 1961-1975, aimed to complete one million 
apartments; this plan was over-fulfilled by 50,000 dwell- 
ings, or 5 per cent. Present policy is to improve quality 
standards, and to increase the size of dwellings by raising 
the proportion which are suitable for large families 
and additionaly for families of different generations. The 
share of smaller dwellings for childless couples and single 
people will also increase. About two-thirds of new dwell- 
ings will be built in cities, including 300,000 in the capital. 
The number of State-owned dwellings is to expand. 
Priority for the acquisition of housing will be given to 
families with several children, newly-married couples and 
industrial workers. More attention than hitherto will be 
devoted to the maintenance and modernization of old 
dwellings: 100-120,000 State-owned dwellings with some 
conveniences will be improved and fully modernized. 


A 20-year long-term housing construction programme 
(from 1971 to 1990) was elaborated in 1972 in Poland, 
providing for the construction of from 6.6 to 7.3 million 
new dwellings. This programme provides for the further 
expansion of housing co-operatives. It is estimated that 
the share of co-operative construction in the total will 


amount to 50-54 per cent, and to 65-80 per cent of urban 
housing construction.®> 

The current five-year plan envisages the construction of 
1,575 thousand dwellings in Poland. To meet planned 
targets, additional resources were allocated to support 
the housing programme. Nevertheless, the yearly plan 
targets were not fully met during the first three years, of 
the current five-year plan. To speed up progress and to 
ensure the construction of 337,000 to 341,000 dwellings 
in 1979, 27 per cent of total investment funds will be 
allocated for housing construction purposes. 

Progress was reported on the improvement of social 
conditions in the countryside in Romania. Emphasis is 
being placed on the conversion of villages into towns: 
120 such transformations are scheduled during 1976-1980. 
Criteria are the location and potential for infrastructural 
growth of the villages selected. The additional construction 
plans include 25,000 apartments, 700 classrooms, 
hospitals, department stores and restaurants. Agriculture- 
related industry and light industry are already moving in. 

In the Soviet Union a resolution has been adopted which 
envisages measures to stimulate the development of 
housing construction in the countryside, using the savings 
of the rural population supplemented by the offer of 
long-term credits on favourable terms. Moreover, 50 per 
cent of the total amount of credit will be repaid from the 
State farm employers’ economic incentive fund and the 
corresponding collective farm fund. The remainder of the 
credit is to be repaid by the worker in the form of equal 
monthly payments over a period of 20 years. At the same 
time, the worker’s down-payment has been set at 20 per 
cent of the estimated cost of the house. The down-payment 
may be reduced to 10 per cent in special сазез.88 


85 Estimated volume of urban housing construction in Poland 


whereof: 
Urban Co-operative 
construction construction Percentage share 
of co-operative 
Period Thousand dwellings in total urban construction 
1971-1975... 908 533 58.7 
1976-1980... 1317 863 65.5 
1981-1990... 2 850 2170 76.1 


Source: Oeconomica Polona, Мо. 1, 1978, р. 112. 


86 Pravda, 11 July 1978. 


6. FOREIGN TRADE IN EASTERN EUROPE AND THE SOVIET UNION 


(i) General features 


Complete and detailed information on the exports and 
imports of east European countries and the Soviet Union 
(eastern countries) for 1978 are available for nine months 
only; though information on trade turnover in 1978 as a 
whole is available for a few countries (table 6.1), the 
following discussion will deal with the developments 


noted that extrapolations of trends from nine to twelve 
months is inadvisable, since the eastern countries’ foreign 
trade intensity tends to increase in the final months of the 
year. Statistics for Bulgaria, Poland, Romania, and the 
Soviet Union, cited in table 6.1, show that in 1978 their 
trade during the first nine months increased by 10.7, 
5.0, 9.5 and 8.5 per cent respectively over year-earlier 
levels, while the outcomes for 1978 as a whole were 11.1, 


reported for the first three quarters of 1978. It should be 7.0, 11.0 and 10.0 per cent respectively. 


TABLE 6.1 
Trade developments in the east European countries and the Soviet Union 
(Percentage change over the same period of the previous year for exports and imports; trade balances in million US dollars) 


January-September Plan Plan 
1975 1976 1977 1978 1978 1978 1979 
Bulgaria 
Exports: Bo). Sie OSL. 22.0 14.5 15.4 10.6 10.7 11.5 9.0 
Importseu 1: Soe 24.8 3.8 10.7 10.9 11.5 ; 
Balancety. Ege. Зы « —739 —243 —16 —76 — 68 
Czechoslovakia 
BXPOUtS ие а = 132 11.8 16.9 9.1 9.4 7.9 
Про 15.3 10.4 12.9 10.1 7.7 6.5 
Е осени оао АЕ —726 — 646 —379 —190 
German Democratic Republic 
IEXports::cae. tea с. 15.6 12.6 5.8 10.3 а 90 
Е таль др 17.0 16.9 8.7 <10.04 10.2 11.0 
Balances о жа. —1 202 —1 835 —2 325 sa 
Hungary 
Exports еж se as 11-2 3.1 16.5 3.7 а 
Про ео Pour: ео 20.6 —3.1 16.2 14.04 
Balance есь и. — 696 —391 —475 —1 2294 
Poland к. a 
Exports; rh hae tae PRY 7.1 11.5 8.8 9.8 } ь 
Пирог... Ava: 19.6 10.6 Sho) —0.3 4.7 4.2 
Balancer.) м.“ Rete 2256 —2 853 —2 359 —743 5 Ae 
Romania 
EXDOUS а ТЕ gies 9.6 14.9 14.6 9,55 6.0 19.1 16.6 
про ее =. 3.9 14.1 15.1 16.1 
Balancers mies. cz ges wage —1 43 13 —170 
Soviet Union 
EXDOL(SH yrs atte eee 15.9 16.6 18.7 1S 10.0 10.0 
а 3 ae 41.6 7.8 4.6 тои я 
Balancer Чл оч. ays —3 498 —981 4 235 969 ite 
Total 
Value see EXportss а cee 16.1 10.3 10.4 8.2 
Imports 2. xe caieth. 26.2 93 8.1 8.8 
Balance eo и ев —9 118 —6 906 —1 306 —2 600* 4 
Volume: Exports ....... 3.8 DES 4.0 ee 
Imports ..7.2405 30... 7.8 Vad, 3.8 6.5 


eee) res) НН tC Note St ee eae ee ee ee 


Sources: National statistics, plans and plan-fulfilment reports. 
а Eleven months. 
> Six months, 
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TABLE 6.2 
Foreign trade of selected east European countries by commodity groups 
(Percentage change over previous year) 


Exports Imports 
1976 1977 1978 в 1976 1977 1978 в 
Bulgaria 
Machinery and equipment .... 18.3 15.4 18.6 3.4 10.3 9.6 
Raw materials and semi-finished 
DFOGUCISNEA i ens Бе ИО 16.3 15.1 10.9 6.7 11.4 т 
Foodstuffs and raw materials for 
food пи с Cee 11.3 15.4 —1.5 10.6 6.8 Died 
Consumer goods ........ 5.9 16.0 8.2 —0.7 8.5 6.5 
TOTAL 14.5 15.4 10.6 3.8 10.7 10.9 
Czechoslovakia 
Machinery and equipment ... . 16.7 18.9 8.1 9.5 20.5 25.4 
Raw materials and semi-finished 
DIOGUCES:" 5 Wages р 6.3 14.8 2.3 10.8 9.8 5.0 
Foodstuffs and raw materials for 
foodtindustry seme en eee —7.4 12.4 4.5 23.3 7.0 —9.3 
Cainer 45 4% 6 6 o 13.0 15.5 3.6 1.3 1.9 11.6 
TOTAL 11.8 16.9 8.0 10.4 12.9 11.3 
Hungary 
Machinery and equipment ... . 6.2 14.1 8.2 3.6 177 15.8 
Raw materials and semi-finished 
productss fan Su tie se vee ae 13.8 17.8 —0.3 —6.5 14.9 14.3 
Foodstuffs and raw materials for 
foodiindustry, оо р бов —8.4 16.1 —1.1 —6.6 24.7 —9.7 
Consumer: 2000S Бо санов —0.3 17.4 5.3 0.4 17.1 21.0 
TOTAL 3.1 16.5 З7 —3.1 16.2 14.0 
Poland 
Machinery and equipment .... 11.0 15.3 11.7 151 6.3 —1.3 
Raw materials and semi-finished 
DILOGUCCS ев 10.6 И 2.5 3.9 3:5 SB 
Foodstuffs and raw materials for 
TOCUUNGUS thy одре ne meena 11.3 5.2 8.8 24.4 5.3 —19.5 
(Consumer: gOOdS amie nee 8.6 13.7 15.8 18.9 16.6 —12.0 
TOTAL 7.1 11.5 8.8 10.6 515) —0.3 


Sources; National statistics and plan-fulfilment reports. 


< Eleven months for Hungary, nine months for Bulgaria and Poland and six months for Czechoslovakia. 


Measured in value terms, exports and imports of eastern 
countries continued to increase fast in 1978 (by 8.2 and 
8.8 per cent respectively). Nevertheless, there was a 
slight deceleration in export growth, and a slight acceler- 
ation in the case of imports. This altered the relative 
position of exports and imports in the expansion of trade. 
In 1976 and 1977 exports led the expansion while in 1978 
it was imports which grew faster. 


Although differences among export and import growth 
rates have been small in recent years, they have never- 
theless implied substantial shifts in the trade balances of 
CMEA countries. There was a large deficit of $9.1 billion 
in 1975 which was reduced to $1.3 billion by 1977. It 
may have risen to some $3.5 billion in 1978 as a whole. 
The shifts reflected recent policies pursued in eastern 
countries. These involved considerable restriction of over- 
all growth and of imports in 1976 and 1977, which was 
eased somewhat in 1978. A noteworthy feature of these 
deficits is partly their size, but also their concentration 


in east-west trade. Moreover, the greater part of the 
decline in the region’s deficit in 1976 and 1977 was due 
mainly to developments in the Soviet Union, where the 
capacity both to raise finance, as well as to increase exports 
of its traditional and now highly priced raw materials, is 
greater than in other eastern countries. However, easily 
available credits in western countries have so far permitted 
easy financing of the region’s deficits. 


Information on price movements in 1978 are available 
solely for Hungary and cover nine months only. They 
indicate virtually no change in prices for over-all trade, 
and a slight increase in the price of imports from CMEA 
countries (1.9 per cent); they also show a slight decline 
in the price of imports from western countries (1.4 per 
cent). However, an 8-9 per cent rise in both export and 
import prices was reported for the first nine months of 
1978 by western countries with respect to their own trade. 
These changes should have affected Hungary also, par- 
ticularly since the western countries account for some 37 per 


Foreign trade in eastern Europe and the Soviet Union 


cent of total Hungarian trade. Differences may have 
arisen from different interpretations of fluctuations in the 
dollar, or from revaluation of national currency. 


Statistics from western trading partners of the eastern 
countries, and the above Hungarian information, suggest 
that the prices of eastern countries’ exports and imports 
may have increased in 1978 by nearly 3 and more than 
2 per cent respectively. This would mean that the export 
and import volumes of eastern countries rose by 5.3 and 
6.5 per cent respectively, implying an acceleration in the 
real rate of growth of both exports and imports. It would 
also imply some increase in the share of eastern domestic 
output traded internationally, which contrasts with 
declines in the share reported for exports during the 1975- 
1977 period and for imports in 1977. It seems likely that 
the value and volume growth of both exports and imports 
accelerated still further in the closing months of 1978. 


Trends in individual countries varied, depending on the 
extent, timing and time-lags in adjustments undertaken 
to correct trade balances. Changes were most pronounced 
in the case of Soviet trade. In 1976 and 1977 imports grew 
moderately (5 to 8 per cent) but exports increased rapidly 
(17 to 18. per cent). Machinery and manufactured con- 
sumer goods were the commodity groups most sharply 
affected by these trends. The over-all trade balance 
turned from a deficit of $3.5 billion in 1975 to a surplus 
of $4.2 billion in 1977. This was due largely to a rising 
surplus in trade with the developing countries, but also 
to a substantial fall in the deficit with western industrial 
countries. Following these improvements, the growth rate 
of imports accelerated in 1978 (to 10 per cent), while 
export growth slackened abruptly (to 7.5 per cent). The 
over-all export surplus was reduced to an annual rate of 
$1.3 billion, but the deficit with western countries rose 
sharply. 


A very substantial adjustment was also carried out in 
Poland, where the deficit reached as much as $2.9 billion 
in 1976. Import growth gradually showed down: to 
5.5 per cent in 1977 and to almost zero in 1978. Export 
growth, on the other hand, was maintained at a much 
higher level. The nine-month deficit was reduced to an 
annual rate of $1 billion in 1978. Much of this decline 
was due to reductions in the deficit on trade with 
the western industrial countries. The German Democratic 
Republic was faced with an adjustment requirement 
similar to that of Poland, but did not react until somewhat 
later. Its deficit continued to grow throughout 1974-1977, 
reaching $2.3 billion in the final year. Not until 1978 
were measures introduced to reverse trends in the growth 
of exports and imports. The deficit may thus have declined. 


In Hungary, the major adjustment was made in 1976; 
imports were cut down and the trade deficit was slashed 
to some $400 million (compared with $700 million in 
1975). In 1977, exports and imports grew at more or less 
similar rates, and the deficit increased only slightly. With 
the deficit having been reduced to a manageable level, 
imports were allowed to continue increasing fast in 
1978—even though export expansion slowed down. The 
trade deficit thereupon increased to an annual rate of 
$1.3 billion, the bulk being concentrated on east-west 
trade. Imports of almost all commodity groups rose fast, 
while exports in all groups rose only slowly, if at all. In 
Bulgaria too, adjustment policies cut deeply in 1976: 
imports grew by little, exports expanded fast and the 
deficit declined from $740 million in 1975 to $240 million 
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in 1976. Further adjustments carried out in 1977 produced 
a virtually balanced position. In 1978, exports and imports 
both grew fast and at almost identical rates, though a 
modest deficit was recorded. The deficit with western 
industrial countries however, remained considerable. 
Developments in Czechoslovakia were similar, although 
magnitudes were bigger. In 1976 and 1977, shifts in 
Romanian trade were minor: imports and exports grew 
at similar rates and the almost even balance of the two 
persisted. In 1978, imports were allowed to increase by 
16 per cent—nearly three times the rate reported for 
exports. The deficit was nevertheless moderate. 


As noted above, the growth of total export and import 
volumes of the eastern countries accelerated in 1978. This 
inevitably affected commodity patterns of trade. Incomplete 
quantitative information on this aspect of 1978 exchanges 
is shown in table 6.2. Other information, of a qualitative 
nature, is also available. From this it appears that any 
adjustment in export and import growth rates affects the 
trade of practically all product groups, depending on the 
stock situation and other adjustment constraints. Rigor- 
ous downward adjustment frequently affected the growth 
of trade in machinery and manufactured consumer goods 
more than trade in other products. The opposite was 
very often true when growth rates were allowed to accel- 
erate to high levels. Here, the example of Poland is par- 
ticularly illuminating: in 1975 and 1976, when over-all 
imports expanded fast, Polish imports of machinery and 
manufactured consumers’ goods did likewise; in 1978, 
with over-all imports declining slightly, imports of machin- 
ery and manufactured consumer goods declined still more 
abruptly. 

As noted in the preceding section, there have been 
considerable fluctuations in the trade balances of eastern 
countries in recent years. This inevitably affected the 
regional pattern of eastern countries’ trade. The eastern 
countries’ need to reduce deficits on their east-west trade 
in 1976 and 1977 led to a substantial slowdown (to rates 
of 1-5 per cent) in the expansion of their imports from 
western industrial countries, and conversely to a high 
growth rate of their exports to the west. Gaps were filled 
mainly by maintaining the growth of шна-СМЕА trade 
at high levels. In contrast, the decision of eastern countries 
to expand borrowing from western countries in 1978, 
led again to a sharp increase in eastern imports from these 
countries (16 per cent); though eastern exports to western 
countries continued rising fast, they did so less quickly 
than eastern imports from the west. East-west trade in 
1978 was again the most dynamic area trade flow of 
the eastern countries, but intra~CMEA trade also rose 
rapidly. The growth of trade with developing countries 
slackened sharply in 1978. Regional patterns of trade 
growth expressed in volume terms did not entirely follow 
the same patterns. In 1977 and 1978 intra-CMEA trade 
grew a great deal faster than trade as a whole, and so 
did eastern imports from western industrialized countries 
in 1978. 


(ii) Prospects 


Only four countries out of the seven in the region have 
published projections for the growth of their trade in 
1979. These are: Bulgaria, where trade turnover is 
expected to decelerate to 9 per cent; the German Demo- 
cratic Republic, which intends to maintain the 9 per cent 
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rate achieved in the preceding year; and also Poland and 
Romania, both of which are hoping to accelerate expan- 
sion considerably (to 7 and 17 per cent respectively). 


The major uncertainty in assessing short-term prospects 
is the lack of data on the intentions of the Soviet Union, 
which published no information on trade prospects for 
1979. Soviet trade is, moreover, difficult to predict; output 
and demand are little dependent on trade so that major 
shifts are possible from year to year. A few indications 
on total indicators of economic developments likely to 
affect trade in 1979 are nonetheless given as follows. 
Soviet net material product is planned to increase in 
1979 by 4.3 per cent, slightly more than achieved in 1978. 
Industrial output is scheduled to increase by 5.7 per cent, 
or nearly 1 percentage point more than reported in 1978. 
The growth rates of Soviet exports and imports converged 
in 1978: exports had grown extremely fast in the preceding 
three years and imports relatively slowly in the preceding 
two years, whereas in 1978 Soviet exports decelerated 
and imports accelerated considerably. This pattern of 
development permitted repayment of past credits incurred 
by Soviet trade partner countries in the CMEA region, 
and also enabled those countries to expand imports from 
the west (including grain from the United States). The 
1978 situation will probably not change much in 1979. 
A rate of growth for total trade of up to 10 per cent would 
then be a possibility. This would bring the increase of the 
trade of the CMEA countries combined to some 9-10 per 
cent in 1979 in value terms—approximately the rate 
reported for 1978. 


Predictions of volume changes are even more difficult 
to make. The prices at which intra-CMEA trade is 
transacted will probably increase somewhat, particularly 
when it is recalled that the price of oil traded in the region 
is still below the world market price. OECD has projected 
that export and import dollar prices for its member 
countries will rise in 1979 by 8.2 and 7.7 per cent respect- 
ively, and in terms of domestic currencies by 4.2 and 
4.0 per cent respectively. This factor alone would bring 
about a 2.6 per cent increase in the dollar price of CMEA 
countries’ trade, equivalent to a rise of 1.3 per cent in 
terms of national currency. On the whole, the prices of 
CMEA countries’ trade may increase moderately. If so, 
the volume of CMEA countries’ trade could expand by 
6-7 per cent, or slightly faster than in 1978. 


Another approach to evaluating prospects for the 
growth of foreign trade of eastern countries in 1979 is 
to look at possibilities offered by major regions for the 
expansion of trade with the CMEA area. Turning first 
to east-west trade, during January-September 1978 
eastern imports from western countries increased by 
16 per cent and their exports to the west by 11 per cent 
(in dollar terms). OECD expects that in 1979 its member 
countries’ GNP will expand by 3 per cent, industrial 
output by 4 per cent, total import volume by 5 per cent 
and the volume of imports from third countries by 
4.3 per cent. As noted in a later section (below), eastern 
countries lost some markets in the OECD area in 1977 and 
perhaps in 1978. It is likely that this erosion will stop, 
or even be reversed, since there is no reason to expect 
conditions for eastern exports to western countries to 
be much worse than those offered to third countries. On 
the eastern side, a substantial potential for raising exports 
to western countries exists. In the eastern countries, 
moreover, imports from the west are substantial and 
growing, and the availability of credit in the west is at 
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present expanding. Against this, some allowance should 
be made for the fact that the eastern countries may wish 
to curtail the growth of their trade deficits, which rose 
considerably in 1978. These considerations suggest that 
trade turnover (eastern exports to and imports from 
western industrial countries) might progress in volume 
by 4 to 5 per cent; this takes account of a likely substantial 
rise in eastern exports compared with 1978 (2 per cent) 
and a probable deceleration in the growth of eastern 
imports (8 per cent). In value terms this may approximate 
to 9 per cent in national currency and 13 per cent in 
dollars—that is, a somewhat slower advance than in 
1978. The potential for intra~CMEA trade may also be 
judged on the basis of NMP and industrial output growth 
targets in the area; over-all, these are set at some 4.4 and 
5.7 per cent respectively for 1979. For NMP and for 
industrial output, growth would be slightly higher than 
in 1978. There is no reason to expect that the volume 
of шна-СМЕА trade turnover will increase less fast in 
1979 than the 8 per cent registered in 1978. In value terms 
the rate could easily attain 10 per cent. Finally, on the 
assumption that trade with developing countries will 
accelerate slightly in 1979 from the depressed rate of 
growth reported in 1978, the prospects for trade with 
the major regions of the world broadly confirm the 
prospects for trade as a whole presented in the previous 
paragraph. 


(iii) Trade among CMEA countries 87 


The growth of trade among CMEA countries, measured 
in volume terms, accelerated both in 1977 and 1978. 
During January-September 1978 these exchanges probably 
increased by 8 per cent, a great deal faster than in 1977 
and more than twice as fast as in 1976 (table 6.3). 

Prices in шна-СМЕА trade jumped by 20 per cent-in 
1975 but moved up relatively moderately thereafter, 
especially in 1978. Information on 1978 price movements 
is still scarce. The Hungarian data for the first nine months 
of the year mentioned earlier, and which show no change 
in the prices of Hungarian exports to CMEA countries 
and a 1.9 per cent increase of prices of Hungarian imports 
from these countries, are broadly confirmed by informa- 
tion from press reports. These data suggest that the 
increase in intra-CMEA trade prices may have amounted 
to approximately 2 per cent in 1978. (It should be men- 
tioned that in the medium term price changes in intra- 
CMEA trade reflect movements of prices in the world 
market. However, in the short run they may differ some- 
what.) This implies a considerable fluctuation in growth 
rates of the value of шна-СМЕА trade, which accelerated 
from 9 per cent in 1976 to nearly 14 per cent in 1977, 
me to some 10 per cent during January-September 


The principal partner in the intra-CMEA trade of all 
CMEA member countries is the Soviet Union, which 
accounts for nearly 40 per cent of total mutual trade 
within the region. It is the major supplier of fuels, raw 
materials and other intermediate products and the major 
purchaser of machinery and consumer goods. It also 
accounts for the bulk of deliveries made on the basis of 
industrial co-operation within the region. In 1978 the 


87 For information on CMEA trade, see Economic Bulletin for 
Europe, vol. 30, No. 1. 
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TABLE 6.3 
The growth of trade between CMEA countries 


(Percentage change over the same period of the previous year 
for exports and imports; balances in million US dollars) 


et 


1975 

Bulgaria 

Exports™ se 26.1 

Imports. ...... 34.0 

Balance ...... —246 
Czechoslovakia 

Exportss). oi he ae. 21.9 

IMPOFts' > 45. seis. hm oaks 27.0 

Balance: 5 4.5, s,s —387 
German Democratic Republic 

EXDOIS een, 23.2 

Imports 3809752. 29.1 

Balance говно г — 180 
Hungary 

Exports a. оо is; nus 21.0 

Imports, ams: -...) 40.7 

Ваза. —397 
Poland 

ВХро вн Е 32.9 

НИРО о 24.1 

Balance a ihc. cei sec 360 
Soviet Union 

Бротон 36.3 

Пров. ... 31.5 

Ваапсе =... 736 
Total intra-CMEA trade 

Viale ее. = 29.7 

LS | iy поела 6.0 


1976 


18.5 15.4 7.8 
10.9 10.9 11.6 
—37 153 —100 
17.6 10.5 9.9 
12.0 13.3 13.0 
—92 —200 —230 
9.8 10.6 10.3 
11.9 17.1 é 
—346 —900 
—0.8 17.7 ZS 
—4.3 13.5 11.4 
—77 46 —310* 
6.6 12.3 9.3 
13.3 16.7 33 
48 —242 99 
10.4 16.9 11.8 
8.1 13.7 11.5 
1164 1 896 1247 
9.1 13.5 10.1 
3.4 5.0 8.0* 


Sources: National statistics and press reports. 


в Twelve months for the German Democratic Republic; eleven months for Hungary; nine months for Bulgaria, 


Czechoslovakia, Poland and the Soviet Union. 


growth of Soviet trade with the other CMEA countries 
slowed down: for exports—from 17 to 12 per cent and 
for imports—from 14 to 12 per cent. Thus growth rates 
of exports and imports were similar, providing a contrast 
with the three preceding years when Soviet exports 
expanded faster than Soviet imports. The terms of trade, 
which moved in favour of the Soviet Union for a number 
of years, continued to do so in 1978 but by very much 
less. As a result of these new developments, the Soviet 
export surplus, which had gradually risen from $740 mil- 
lion in 1975 to $1.9 billion in 1977, declined to an annual 
rate of $1.5 billion in the first nine months of 1978. 


In order to better understand movements in Soviet 
trade with other CMEA countries, recent developments 
need to be reviewed in a historical context. Since the 
beginning of 1975, cumulative Soviet export surpluses in 
trade with the CMEA countries amounted to over $5 
billion, of which a substantial part was due to improve- 
ments in the Soviet terms of trade attributable mainly to 
the rapid rise in the price of Soviet oil. The Soviet Union 
treated part of this surplus as a 10-year credit in order to 


remove what would otherwise have been a substantial 
constraint on the advance in intra-CMEA trade. The con- 
sequent increase in the indebtedness of the other eastern 
countries clearly, however, had its limits, illustrated by 
the pattern of Soviet trade growth with its CMEA 
partners in 1978. It is likely that Soviet imports from its 
CMEA partners will henceforth begin to increase faster 
than Soviet exports to those countries, in order to permit 
them to repay some of the credit incurred in previous 
years. 

The growth of trade among other CMEA countries 
continued to increase fast but considerable variation was 
noticeable in individual country performance. Variations 
were often linked to the state of trade balances. A sharp 
adjustment was carried out in Polish trade; in 1976 and 
1977 Polish imports from CMEA countries grew much 
faster than Polish exports to those markets, with the 
result that the Polish surplus in this trade was replaced 
by a deficit. In 1978, Polish exports continued to increase 
rather fast while the expansion of Polish imports mod- 
erated. As a result, the Polish surplus was restored. In 
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earlier years, Poland received special assistance from the 
Soviet Union to ease short-term supply problems. In 
1978 it repaid some of the debt incurred on that account. 
The German Democratic Republic apparently followed 
similar policies, which brought about a decline in place 
of the previous substantial rise in its deficit with CMEA 
partners. Bulgaria and Hungary had surpluses on their 
intra-CMEA trade in 1977, which allowed leeway to 
speed up imports and slow down exports in 1978. As a 
result, they closed their balances with deficits of modest 
size. Over a number of years, Czechoslovakia has run a 
deficit with the other CMEA countries, but has kept it 
within narrow limits. In 1977 and 1978 this necessitated 
a faster increase in exports than in imports. 


(iv) Trade with developing countries 


Only three countries in the region published informa- 
tion on their trade with developing areas for the first nine 
months of 1978: the Soviet Union, Poland and Czecho- 
slovakia (table 6.4). However, the main outlines of this 
trade can be estimated since these three countries 
together account for some 75 per cent of total CMEA 
countries’ trade with developing regions. Recently, the 
growth of such exchanges has fluctuated considerably, 
particularly in the case of eastern imports. While eastern 
exports soared in 1977 and decelerated in 1978, growth 
still remained buoyant in the latter year and grew moder- 
ately in volume. Eastern imports declined in 1976 and 
1978 in both value and volume. In 1977 they rose rapidly 
in value but remained virtually unchanged in volume. The 
eastern export surplus hence rose a great deal in the first 
nine months of 1978 and exceeded an annual rate of 
$4.3 billion. 


The Soviet Union is the largest eastern trading partner 
with developing countries. In 1976 and 1977 Soviet 
exports increased fast and Soviet imports not at all. The 
Soviet export surplus surged from $120 million in 1975 
to $3 billion in 1977, and further changes in the same 
direction were reported in 1978. During the January- 
September period, the growth of Soviet exports slackened 
to 10 per cent (compared with 43 per cent in 1977 as a 
whole), and Soviet imports declined by nearly 3 per cent 
(as compared with a 7 per cent growth in 1977). The 
Soviet export surplus hence rose to an annual rate of 
$3.3 billion. Czechoslovak exports and imports developed 
similarly in 1978, although changes in relative terms were 
larger. The position of Poland was entirely different as 
its imports grew rapidly and at much faster rates than 
exports. The trade of other CMEA countries with develop- 
ing countries appears to have followed a similar pattern 
to that of the Soviet Union and Czechoslovakia. The most 
significant outcome of these developments is that whereas 
up to 1976 the developing countries had been repaying 
debt to eastern countries on a considerable scale, in 
subsequent years they have incurred substantial new 
debts, the increment rising from $0.3 billion in 1975 to 
some $2.5 billion in 1977 and almost certainly to a sum 
greater than this in 1978. 


(v) East-west trade 


The discussion concerning 1978 again refers to the first 
nine months of the year. On past experience this period 
is sufficient to indicate adequately the likely outcome for 
the whole year. 


TABLE 6.4 
The growth of trade of selected CMEA countries with developing areas 


(Percentage change over the same period of the previous year 
for exports and imports; trade balances in million US dollars) 


1975 1976 1977 НЕ ору 
Soviet Union 
Exports \o4.):).0220. 4.1 13.0 42.7 9.9 
Imports) ieee De 43.7 —6.5 6.8 —2.8 
Ваапсе о el ets oe 121 967 3 027 2 437 
Poland 
ExportSo) sce aoe os 30.3 3.8 15.4 3.5 
Imports. ...... 28.9 —12.1 36.4 8.6 
Ваапсе .....: 233 349 279 433 
Czechoslovakia 
Exports, п a. 12.5 —2.1 20.8 10.2 
Imports #05 a sao —8.8 3.8 41.4 —19.9 
Balance... он. St: 194 132 245 380 
Total of the above 
Value 
Вхрог о. 8.2 10.6 38.2 93 
Imports. ...... 38.0 —6.1 13.2 —3.3 
Balance ..... 548 1448 3 551 3 250 
Volume—estimate 
Exports 9 3), Bee es —1.0 6.0 23.2 3.0 
прог. oo. 40.0 —11.5 1.0 —3.2 


RS A SS RS MS TSS SRE 


Sources: National statistics. 
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TABLE 6.5 
The growth of east-west trade 


(Percentage change over the same period of the preceding year 
for exports and imports; balance in billion US dollars) 


—_—_— SSNS 


January-September 
1978 


a ЗЕ Е Е ИИ Ш И ИИ 


Exports of industrial market economies 


Value (US dollars)» ..... 40 

Pricesee о... 30 

Volume: 7 qa. es 8 
Imports of industrial market economies 

Value и. 42 

IPTICCS artes eget Bes wh one oy 62 

Volume laa ieee 6 Pie —12 
Balance (f.0.b.-f.0.b.) ....... 3.6 


31 5.0 1.0 16 
8 —4.7 9.7 8* 
21 10.0 —8.0 8* 
6 17.0 12.0 1] 
0 8.9 10.9 9* 
6 7.4 1.0 a 
9.3 7.4 4.9 4.9 


Sources: OECD, Statistics of foreign trade, Series A, Paris; IMF, Direction of Trade and International Financial Statistics, Washing 


ton, D.C.; national statistics. 


Note: For the derivation of price and volume indices see ECE, Economic Bulletin for Europe, vol. 30, No. 1, pp. 65-68. 


The most significant feature relating to east-west trade 
in 1978 is the acceleration of the expansion of exports by 
industrial market economies (western countries) to 
eastern Europe and the Soviet Union (eastern countries). 
The volume of these exports declined in 1977 by some 8 per 
cent, but this loss was completely recovered in 1978. 
Export prices continued to increase fast, though in 1978 
the rate may have decelerated. Even so, the value of 
exports, which stagnated in 1977, rose by as much as 
16 per cent in 1978. In contrast, fluctuations in growth 
rates of imports from eastern into western countries were 
less marked. The volume of western imports from the 
eastern area expanded moderately in both 1977 and 1978, 
speeding up slightly in 1978. The prices of these imports 
continued to increase fast though, as for exports, the 
rate may have decelerated to some extent in 1978. As a 
consequence of these movements, the value of western 
imports from the east expanded rapidly in both 1977 and 
1978, although in the latter year it decelerated slightly. 
Thus, the relative position of eastward and westward 
flows changed, with the latter leading the expansion of 
east-west trade in 1977 and the former in 1978. The decline 
in the western export surplus registered in 1977 was 
hence reversed in 1978 (table 6.5). 


The shift in the relative position of exports and imports 
which took place between 1977 and 1978 will probably 
have affected the commodity composition of east-west 
trade. Only partial information on the subject is available, 
and covers six months only. Among western exports, a 
fast expansion (27 to 46 per cent) was reported for chemi- 
cals, machinery and foodstuffs. For 1978 as a whole, 
Soviet purchases of grain in the United States were 
stepped up to $1.7 billion, compared with the record of 
$2.5 billion made in 1976; total Soviet purchases 
amounted to 14.5 million tons of grain from all sources 
during the period October 1977—September 1978. 
Western imports of crude materials, by contrast, increased 
little in the first six months of 1978—by 7 per cent over 
year-earlier levels. 

Although trends in the trade of individual countries 
varied significantly, some common elements can be dis- 


cerned. On the western side, the strongest shifts took 
place in the trade of countries which had the largest 
export surpluses on eastern account, namely, the Federal 
Republic of Germany, the United States, Japan, Canada, 
France, Austria, Switzerland and Belgium. In 1976 or 
in 1977 or in both years, their exports either declined or 
had grown modestly. In most of these countries, imports 
progressed rapidly although occasionally at slackened 
rates. All of these countries except France and Belgium 
contributed heavily to the acceleration in the growth of 
western exports to the east in 1978. Exports from the 
United States increased by as much as 57 per cent. Exports 
of grain from the United States declined in 1977 but rose 
by 95 per cent in January-September 1978 over year- 
earlier levels. The contribution of the above-mentioned 
countries in east-west trade is very large both in terms of 
the supply of goods and in the extension of credit. They 
are thus in a position to react quickly to any relaxation 
in eastern import policies. Imports from the eastern 
countries by the Federal Republic of Germany, France, 
Belgium, Switzerland and the United States of America 
also continued to increase a great deal in 1978. Imports 
by Japan and Canada declined. Export and import trends 
reported by major deficit countries in the west diverged 
considerably from this pattern: Italian exports fell in 
1976, grew fast in 1977 but declined again in 1978. 
Yugoslav exports grew at high rates in 1976 and 1978 but 
stagnated in 1977. The performance of Danish exports 
was mediocre throughout the period. Exports of the 
United Kingdom, which declined in 1976, grew very fast 
in 1977 and 1978. Imports by most of these countries 
grew rather fast in either 1976 or 1977 or both years, but 
rather slowly, if at all, in 1978. In those countries where the 
trade balances were in or near equilibrium, both exports 
and imports increased fast in 1977 but decelerated in 
1978 (as in the case of Finland), but performance was 
mediocre in both directions and in both years in the case 
of Sweden (table 6.6). 


On the eastern side developments took place in the 
reverse direction. In 1976 and 1977, imports from western 
countries into eastern countries other than Hungary and 
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Recent economic developments in eastern Europe and the Soviet Union 
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Foreign trade in eastern Europe and the Soviet Union 


Romania (shown in the table as western exports) either 
expanded at considerably reduced rates, stagnated, or even 
declined, whereas their exports to western countries grew 
rather fast. These countries were the major contributors 
to the expansion of eastern imports in 1978. Exports 
from these countries continued to grow fast in 1978, but 
in the case of the USSR, the German Democratic Republic 
and Bulgaria they lagged behind imports. Trends in 
Hungary and Romania were somewhat different. Hunga- 
rian exports and imports expanded in both 1977 and 1978. 
Romanian imports increased rapidly in both 1977 and 
1978, while its exports declined in 1977 but more than 
recovered in 1978. In both countries imports increased 
a great deal faster than exports in 1977 as well as in 1978 
(table 6.7). 

Trends in east-west trade were also affected by the 
level of economic activity and commercial policies in 
individual countries, both of which have, on occasion, 
exerted a negative influence on trade. On the eastern side, 
some shifts in emphasis have been reported in recent 
years. The eastern countries felt obliged to reduce their 
deficits in 1976 and 1977, but were in a position to relax 
pressure in 1978. Their initial reaction to the situation 
in the earlier years was to reduce the growth of output 
and demand, and subsequently to allow them to level off. 
The brunt of the adjustment was borne by industry and 
capital formation, both of which are major import claim- 
ants. The adjustment was accentuated by import policies 
which became more protective in 1976 and 1977. So- 
called non-essential imports were cut (usually consumer 
goods and some intermediate products), a number of 
investment projects projected or recently started were 
delayed, and greater reliance was placed on supplies from 
domestic sources and from within the CMEA region. 
The trade deficit of the eastern countries was in fact 
considerably reduced in 1976 and 1977. Certain import 
dependent economic activities were activated in 1978, 
though the rate of growth of over-all output and 
demand remained relatively modest. Some import con- 
trols were also relaxed. The rise of imports that accom- 
panied this policy was sustained by eastern borrowing in 
western capital markets, where ample funds were avail- 
able, and substantial official credit was also taken up. 

Activity in western countries has continued slack ever 
since 1973: growth rates have varied around 3.5 per cent 
for GNP, slightly less than that for industrial output and 
4.3 per cent for import volume. Activity in western Europe, 
which accounts for the bulk of east-west trade, was even 
more moderate: annual growth rates of GNP were just 
under 2 per cent. Moreover, eastern countries lost markets 
in western countries during 1977, and perhaps also in 
1978, which affected their position: the import volume of 
the industrial market economies from all areas increased 
in 1977 by 4.3 per cent, by 5 per cent from the rest of the 
world but by only 1 per cent from eastern countries. In 
1978, the relevant growth rates were 4.5, 2.5 and 2 per 
cent respectively. 

The lag in western imports from eastern countries may 
be explained by western commercial policies, which 
became more protective; by competition in western 
markets which grew in intensity as a result of the continu- 
ing slackness in economic activity, and by supply con- 
straints in the eastern countries which may have been 
affected by domestic policy. 

The rise in protectionist policies in a great number of 
western countries is mostly effective erga omnes and thus 
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disturbs all trade flows, including trade with eastern coun- 
tries. In 1977 and still more in 1978, protectionism grew 
in both scope and strength. It was first manifested with 
regard to labour-intensive products—wood-working, 
textiles, clothing and footwear—where the eastern coun- 
tries enjoy a comparative advantage. It was then extended 
to capital-intensive products such as steel and shipbuild- 
ing, in which eastern countries also enjoy a certain 
comparative advantage. Recently, the pressure has 
mounted in western countries to raise protective barriers 
against imports of technology-intensive products such 
as electronics and chemicals (primarily synthetic fibres 
and plastics) in which western industrialized countries 
have, or have had, a comparative advantage. The measures 
applied have grown more sophisticated: quantitative 
restrictions, tariffs and minimum price provisions 
have either been replaced or supplemented by anti- 
dumping procedures, surveillance regimes and voluntary 
export restraint agreements. These measures by far 
outweighed certain positive movements made in other 
sectors in 1977 and 1978, which have tended towards 
import liberalization. These include such departures as 
tariff reductions, quota widening, the extension of most- 
favoured-nation clauses (between the United States and 
Hungary) and tariff preferences (Romania). 


Although east-west industrial co-operation continued 
to progress in recent years, the economic climate in the 
west inhibited its ability to provide a significant new 
impetus to east-west trade, or even to counterbalance the 
negative effects of the new constraints on trade mentioned 
earlier. Specialization in production in the form of sub- 
contracting and joint ventures remained modest. Co- 
operation in project developments, mainly in the form of 
compensation agreements, continued to add some $1.5 bil- 
lion annually to western exports. Reverse flows are still 
small, since the bulk of these projects has not yet been 
completed. The prospects of the increased westward flows 
which are likely to arise from these agreements have 
raised the fear in the west that they will, under the present 
conditions of demand, lead to oversupply and to cutbacks 
in western output of similar goods. The EEC Commission 
is at present scrutinizing the problem of compensation 
agreements, and their future prospects will depend 
heavily on its recommendations. A somewhat larger and 
increasing contribution to eastern exports came from 
counterpurchase deals. These are limited to current, one 
time commercial operations, and are variously estimated 
to have been responsible for 20 to 38 per cent of eastern 
exports to western countries in recent years. However, 
objections are being increasingly heard from western 
partners on the grounds of inconvenience and lowered 
profits. In contrast, eastern countries continue to insist 
on them in order to compensate to some extent for the 
reduced level of western demand. 


The above developments produced substantial shifts 
in east-west payment balances. Shifts were concentrated 
on the commodity trade export surplus of western coun- 
tries. This surplus declined from a record of $9.3 billion 
in 1975 to $4.9 billion in 1977 but rebounded to an annual 
rate of $6.5 billion in 1978. The shifts which occurred were 
concentrated on the largest country imbalances. The bulk 
of the decline in the western export surplus between 1975 
and 1977 was hence due to reductions in the export 
surpluses of the Federal Republic of Germany, France, 
the United States, Canada and Japan. Similarly, the 
increase in the western countries’ export surplus in 1978 
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is attributable mainly to the Federal Republic of Germany, 
the United States, Canada and Japan, though the French 
surplus declined throughout 1976-1978. The reaction of 
those western countries which registered deficits in their 
east-west trade was different: in 1978, the deficits of 
certain of these countries declined a great deal (Yugo- 
slavia, the United Kingdom and Norway). In the case of 
some others, it disappeared completely (Sweden, Spain 
and Turkey), whilst the deficits of yet others increased 
(Italy and Denmark). Seen from the point of view of 
eastern countries, the bulk of the decline in the deficit 
from 1975 to 1977 was due to the Soviet Union, Poland 
and Bulgaria, whereas the increase in deficits in 1978 was 
more generalized. It was, however, largest in the case of 
the Soviet Union and Hungary. In 1978 Poland succeeded 
in maintaining its position, which had improved in earlier 
years, and Czechoslovakia improved its position still 
further. Absolute levels of deficit on east-west account 
remained high in the trade of the Soviet Union, Poland 
and Hungary and substantial in the case of Romania and 
Bulgaria. 

The western export surplus in east-west trade in services 
probably continued to increase, perhaps reaching a level 
of nearly $1.9 billion in 1978 as compared with $1.6 billion 
in 1977 and $0.9 billion in 1975. Western net income is the 
major item in this balance: it may have reached a 
figure of some $2.5 billion in 1978, compared with $2.1 bil- 
lion in 1977 and $1.3 billion in 1975. The bulk of this 
income accrues from interest receipts, whilst a smaller 
proportion arises from the sale of licences. Western sales 
of licences have ranged from $200-250 million (gross) 
annually in recent years. The reverse flow is considerably 
smaller but rising. For instance, the Soviet Union and the 
Federal Republic of Germany have concluded about 
150 licence agreements, of which 50 are Soviet licences sold 
to the Federal Republic of Germany. An offsetting item 
on the service account is travel, where the western deficit 
may have risen in 1978 to $640 million (net), as compared 
with some $530 million in 1977 and $430 million in 1975. 
Transport and insurance payments in each direction have 
probably reached approximate equality, the merchant 
fleets of the eastern countries having increased a great deal 
in recent years. 


Net transfers from western to eastern countries have 
probably progressed only moderately (to perhaps some 
$550 million in 1978). In sum, it is likely that the western 
surplus on current account rose to $7.8 billion in 1978 as 
compared with $5.9 billion in 1977 and to nearly $10 bil- 
lion in 1975. For the period 1975-1978 the accumulated 
western surplus amounts to about $33 billion. 


The principal source of finance for these balances has 
continued to be eastern country borrowing in western 
capital markets. Official export credits represented another 
substantial component and gold sales and suppliers credits 
were also important. Net borrowing of eastern countries 
in western capital markets may have cumulated at a figure 
of some $30 billion during 1975-1978, and the net position 
of western countries vis-a-vis eastern countries probably 
reached some $34 billion by mid-1978. Of this net posi- 
tion, Poland and the Soviet Union account for some 30 
and 25 per cent respectively, and the German Democratic 
Republic and Hungary for some 14 per cent each. Borrow- 
ing declined sharply in 1977 ($3.8 billion as compared 
with $8.7 and $6.2 billion in 1975 and 1976 respectively) 
but increased considerably again in 1978 (to some $11 bil- 
lion during January-June). The Soviet Union was absent 
from this market in 1977 but resumed borrowing in 1978 
(table 6.8). The Soviet Union sold gold: $3.2 billion in 
1976 and 1977 combined. Aggregate gross official export 
credits extended up to 1978 by western to eastern countries 
are estimated to total $18 billion; some $14 billion has 
been drawn by now, though a substantial proportion of 
it has already been repaid. 


Eastern countries also procured finance through Бог- 
rowings by the CMEA International Investment Bank 
in western capital markets. It took in $1.7 billion by the 
end of 1977 and a further $500 million in 1978. This capi- 
tal is intended to finance the hard currency import needs 
of joint CMEA projects being built in CMEA countries. 


The debt of eastern to western countries has shown a 
persistent rise over the past few years. The net amount 
of this debt (gross debt minus repayments, minus foreign 
currency reserves kept in western banks and minus the 
borrowing of CMEA banks in western markets) was 
estimated by the ECE Secretariat at $32-35 billion at the 
end of 1976 and at $37-40 billion by the end of 1977. It 
seems that the true figure was closer to the upper limit 
of this range. This higher figure will be therefore used 
as the point of departure for further calculations. The 
estimate for 1978 may be put at roughly $47 billion of 
which some $8 billion is self-liquidating, i.e. repayable in 
the form of counter-deliveries. In addition, the indebted- 
ness of CMEA banks to the west amounts at present to 
several billion dollars. The debt servicing ratio (interest 
payments and credit repayments as a proportion of exports 
of products and services to the industrial market econo- 
mies) has also risen. According to press reports, it remains 
within permissible limits, i.e. 25 per cent of inflow of 
hard currency which in 1978 amounted to $34 billion. 
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